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ICE Water Users Association, Inc. files the Supplemental Rebuttal Testimony of

Robert M. Busch and Thomas J. Bourassa in response to Intervenor Dayne Taylor's

Direct Testimony. Mr. Busch's testimony is attached as Exhibit A, and Mr. Bourassa's

testimony is attached as Exhibit B.

RESPECTFULLY submitted this 14th day of March, 2008.
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ORIGIN*AL AND THIRTEEN (13) tftiqis ies
filed this  14th day of March, 2008, with:
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1

2

3

4

5

6

7

8

9

10
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1200 West Washington
Phoenix, Arizona  85007

11 COP Y of the  fore going ma ile d
this  14th da y of Ma rch, 2008, to:
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13868 North Grey Bears  Tra il
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I.

Q-

INTRODUCTION.

PLEASE STATE YOUR NAME AND ADDRESS.

My na me  is  Robe rt M. Bus ch. I ha ve  be e n contra cte d by ICE Wa te r Us e rs

As s ocia tion, Inc. ("ICE" or "As s ocia tion") to be  the  As s ocia tion's  ma na ge r. My

business  address  is  P.O. Box 5669, Chino Valley, AZ 86323 .

Q- HAVE YO U P REVIOUS LY S UBMITTED TE S TIMO NY IN THIS

P ROCEEDING?

Ye s , I s ubmitte d Re butta l Te s timony on De ce mbe r 14, 2007. My Re butta l

Tes timony addressed issues raised by Arizona Corpora tion Commis s ion

("Commis s ion") S ta ffs  direct tes timony in this  matte r.

Q- WHAT  IS  T HE  P UR P O S E  O F  T HIS  S UP P LE ME NT AL R E B UT T AL

TES TIMONY?

At the  J anuary 8, 2008 hearing, Adminis tra tive  Law Judge  Marc E. S tern granted

Mr. Dayne  Taylor's  inte rvention, re s e t the  hea ring, and is s ued a  new procedura l

s c he dule ,  whic h  o rde re d  Mr. Ta ylor to  file  d ire c t te s tim ony a nd  ICE a nd

Commiss ion S taff to file  rebutta l tes timony. My Supplementa l Rebutta l Tes timony

re s ponds  to Mr. Ta ylor's  dire ct te s timony a s  it re la te s  to (1) the  As s ocia tion's

compliance  with Decis ion No. 64360, (2) the  Ta lking Rock Ranch ("TRR") wate r

sys tem infras tructure, (3) the need for a  rate  increase, (4) water priority, and (5) the

contra ctua l re la tions hip be twe e n ICE, the  TRR de ve lope r, a nd the  TRR golf

co u rs e .

Q- P LEAS E P ROVIDE AN OUTLINE OF YOUR TES TIMONY.
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I first provide background information regarding Decision No. 64360. I discuss

why the member-owned Association believed it was in compliance with Decision

64360 based upon its compliance filings.

which was executed in 2003 by the Association, the TRR developer-Harvard

Investments ("Harvard"), and the TRR golf course. Specifically, I discuss how the

Well Agreement establishes the identity and timeframe of the wells to be

I the n dis cus s  the  We ll Agre e me nt,

A.

A.

A.

A.
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Q-

transferred to ICE and the charges tO be paid bY the TRR golf course for the water

delivered to the golf course by ICE. Given that Harvard and the TRR golf course

are not customers of ICE, I explain that the Well Agreement, not the Association's

tariff, governs the relationship between ICE, Harvard, and the TRR golf course. I

explain why even though Mr. Taylor asserts that the TRR water system is

oversized, that fact has no bearing on the Association's need for a rate increase.

Finally I explain how ICE's residential water customers have priority over the golf

course and construction water demand.

In 2001, ICE filed for approval to extend its certificate of convenience and

necessity ("CC8cN") to serve the subdivision known as Talking Rock Ranch or

TRR. The Commission approved the extension in Decision 64360 with certain

conditions. Decision 64360 required Harvard to convey two wells to ICE to ensure

that the Association had adequate water for its customers and control over its own

water supply. ICE was required to file a copy of the relevant documents

transferring the ownership of the wells within 365 days of the Decision date. The

Commission also required ICE to file copies of Harvard's Arizona Department of

Water Resources Water Adequacy Report for Phase I of TRR, Harvard's

Certificate of Approval to Construct with the appropriate Main Extension

Agreement, and ICE's Yavapai County franchise within 365 days of the Decision

date. The Decision also contained the standard language that required the

Association to charge its existing rates and charges to its customers in the

extension area.

COMPLIANCE WITH DECISION no. 64360.

A. SUMMARY OF COMPLIANCE.

PLEASE SUMMARIZE DOCKET NO. W-02824A-01-0450 AND ITS

RESULTING DECISION, DECISION NO. 64360.

A.

3



Q- DID ICE COMPLY WITH DECISION 64360?

ICE be lie ve d tha t it wa s  in complia nce  with De cis ion 64360. The  re quire d copie s

of the  Wa te r Ade qua cy Re port, Approva l to Cons truct, a nd fra nchis e  we re  file d

with in  365  da ys  of the  De cis ion  da te . The  As s ocia tion re que s te d-a nd the

Commis s ion  g ra n te d-a  s hort e xte ns ion  o f the  de a d line  to  file  the  re le va n t

docume nts  re la ting to the  tra ns fe r of the  we lls  to ICE a nd a n a me ndme nt to the

Ma in Exte ns ion Agre e me nt. Be fore  the  e xte ns ion de a dline , the  As s ocia tion

docke te d with the  Commis s ion the  We ll Agre e me nt a nd Firs t Ame ndme nt to the

Ma in Exte ns ion Agre e me nt, both da te d Fe brua ry 25, 2003. Se e  Docke t No. W-

02824A-01-0450. Both agreements  se t forth which we lls  were  to be  trans fe rred to

ICE a nd the  time fra me  for s uch tra ns fe r. The  We ll Agre e me nt a ls o s e t forth the

re la tions hip be twe e n ICE, Ha rva rd, a nd the  TRR golf cours e . In pa rticula r, the

Weil Agreement specified tha t the  TRR golf course  would be  cha rged a  whee ling

cha rge  for the  wa te r de live re d to the  golf cours e  from a ll thre e  we lls  in the  TRR

well fie ld as  we ll a s  its  sha re  of the  opera ting and maintenance  ("O&M") expenses

a s s ocia te d with the  TRR wa te r s ys te m. The  Commis s ion S ta ff a pprove d ICE's

Ma in  Exte n s io n  Ag re e me n t a n d  F irs t Ame n d me n t to  th e  Ma in  Exte n s io n

Agreement on September 26, 2003. See Supplementa l Rebutta l Exhibit l attached.

The  Commiss ion did not file  a ny comme nts  or obje ctions  to the  We ll Agre e me nt.

Given tha t (1) the  Associa tion docke ted the  Well Agreement and Firs t Amendment

to the  Ma in Extens ion Agreement with the  Commiss ion and (2) Commiss ion S ta ff

a pprove d the  Ma in  Exte ns ion Agre e me nt a nd Firs t Ame ndme nt to  the  Ma in

Exte ns ion Agre e me nt, ICE re a s ona bly be lie ve d tha t it ha d fully complie d with

Decis ion 64360.
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Q-

B. SUMMARY OF THE WELL AGREEMENT PROVISIONS WHICH

ARE RELEVANT TO THIS PROCEEDING.

PLEASE DESCRIBE THE WELL AGREEMENT.

A.
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A. As  s ta te d a bove , the  Commis s ion re quire d Ha za rd to conve y two of its  we lls  to

ICE in De cis ion 64360. To me e t tha t condition, ICE, Ha rva rd, a nd the  TRR golf

cours e  e nte re d into ne gotia tions  to mutua lly de te rmine  which we lls  we re  to be

tra ns fe rre d to the  As s ocia tion a nd the  time fra me  for s uch tra ns fe r. The  pa rtie s '

negotia tions  re sulted in the  Well Agreement, which was  executed on February 25,

2003 and docke ted with the  Commiss ion, as  a  compliance  item to Decis ion 64360,

on Ma rch 7, 2003. Se e  We ll Agre e me nt, a tta che d to T. Boura s s a  Supple me nta l

Re butta l Te s timony, da te d Ma rch 14, 2008 ("Boura s s a  S uppl. Re butta l T."), a t

Supplementa l Rebutta l Exhibit 1.
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Q. P E R  T H E  W E L L  A G R E E ME N T ,  W H IC H  W E L L S  W E R E  T O  B E

TRANS FERRED TO THE AS S OCIATION AND WHEN?

The re  a re  thre e  we lls  in the  TRR we ll fie ld ide ntifie d a s  P roduction We lls  Nos . l,

2, and 3. Unde r the  We ll Agreement, Ha rva rd agreed to trans fe r Production We ll

No. 3 to ICE upon the  Commis s ion's  a pprova l of the  Ma in Exte ns ion Agre e me nt

a nd  F irs t Ame ndme nt to  the  Ma in  Exte ns ion  Agre e me nt. Commis s ion  S ta ff

a pprove d  the  Ma in  Exte ns ion  a nd  F irs t Ame ndme nt to  the  Ma in  Exte ns ion

Agreement on September 26, 2003. Hazard executed a  bill of sa le  transfe rring the

owne rs hip of P roduction We ll No. 3 to ICE a nd re corde d it with Ya va pa i County

on October 28, 2003.

Under the  Well Agreement, Harva rd trans fe rred Production Wells  No. l and

2 immedia te ly to the  TRR golf course . These  two we lls  a re  a lso re fe rred to a s  the

golf course  we lls . Based upon the  Associa tion's  need for domes tic wa te r, the  Well

Agre e me nt a nd the  Firs t Ame ndme nt to the  Ma in Exte ns ion Agre e me nt s e t forth

tha t the  TRR golf cours e  would tra ns fe r P roduction We ll No. 2 to ICE upon ICE

s e wing its  800th conne ction. The  We ll Agre e me nt a llows  ICE to withdra w up to

554 a cre -fe e t of wa te r from its  we ll(s ) a nnua lly. As  a  pra ctica l ma tte r, the  wa te r

ma y come  from a ny of the  th re e  we lls . The  Commis s ion a pprove d the  Firs t

Ame ndme nt to  the  Ma in Exte ns ion Agre e me nt a nd did not obje ct to  the  We ll

A.
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Agreement. Give n the s e  fa cts , the  me mbe r-owne d As s ocia tion wa s  unde r the

be lie f tha t it was  in compliance  with Decis ion 64360.

Q. DO E S  P R O DUC TIO N WE LL NO .  3  P R O VIDE  AN ADE Q UATE  WATE R

S UP P LY TO ICR'S  CUS TOMERS  RES IDING IN TRR TODAY?

Yes. ICE's well produces enough water to serve the domestic demand in the TRR

subdivision today and for some time in the future. In 2006, only 16 percent of the

water pumped from ICE's well was delivered to its customers. In addition, there is

a 300,000 gallon storage tank in the TRR water system, which stores water to be

delivered either the Association's customers or the golf course.

Q- HAS  THERE BEEN ANY WATER S HORTAGES  IN TRR TO DATE?

No.

Q. P LEAS E E XP L A IN  T H E  W H E E L IN G C HAR G E A N D  T H E O &M

EXP ENS ES T H AT  H AR VAR D  AN D  T H E  T R R  G O L F  C O U R S E  AR E

RES P ONS IBLE TO P AY FOR UNDER THE WELL AGREEMENT.
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Unde r the  We ll Agre e me nt, the  whe e ling cha rge  is a fe e  for e ve ry a cre -foot of

wa te r tha t is  de live re d from a ll thre e  we lls  in the  TRR we ll fie ld, re ga rdle s s  of

owne rship, to the  golf course . Ba se d upon the  pe rce nta ge  of wa te r pumpe d from

the  ICE we ll (P roduction We ll No. 3) tha t is  de live re d to the  golf course , the  golf

course  pays  tha t same percentage  of O&M expenses  a ttributable  to the  TRR water

sys tem. For example , in 2006 the  golf course  rece ived approximate ly 84 percent of

the  wa te r pumped from the  ICE we ll. The  golf course , in turn, owed 84 pe rcent of

the  O&M expenses  of the  TRR wa te r sys tem. In paying its  sha re  of expenses , the

golf cours e  s e nds  monthly pa yme nts  to ICE a nd a ls o ma ke s  one  fina l true -up

payment a fte r the  end of the  year. In 2006, the  golf course  a lso pa id 100 percent of

the  e le ctric powe r cos ts  from a ll thre e  we lls  a nd two pump s ta tions , which a re

s e pa ra te  from the  O&M e xpe ns e s  it pa ys . Although the  golf cours e  pa id for a ll

powe r cos ts  in  2006, th is  might not continue  s ince  s ome  of the s e  cos ts  a re

a ttributable  to ICE res identia l cus tomers .

A.

A.

A.
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Q-

No. Harvard and the  TRR golf course  are  not cus tomers  of ICE, so ICE's  ta riff

rates do not apply. The Well Agreement, instead, governs the relationship between

ICE, Harvard, and the golf course. Pursuant to the Well Agreement, in exchange

for the transfer of the wells and other infrastructure built and financed by Hazard,

ICE agreed to de liver water from the  wells  currently owned by the  golf course

(Production Wells  Nos. l and 2) and the  unused production capacity of the  ICE

well (Production Well No. 3) to the golf course. This  arrangement is  no different

than a  typical well sharing agreement, which in my general unders tanding, the

Commission does not need to approve.
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Q-

S HOULD HARVARD AND THE TRR GOLF COURS E BE CHARGED

THE TARIFF RATES  INS TEAD OF THE CHARGES  S P ECIFIED IN THE

WELL AGREEMENT?

W AS  IT R E AS O NABLE F O R  IC E  TO  E N TE R  IN TO  TH E  W E L L

AGREEMENT WITH HARVARD AND TRR GOLF?

Yes. Unde r the  te rms  of the  We ll Agre e me nt, Ha rva rd a gre e d to tra ns fe r

Production Well No. 3 to ICE a t no upfront cos t to ICE. The  TRR golf course  a lso

will be  tra ns fe rring P roduction We ll No. 2 to ICE a t no upfront cos t to ICE. In

exchange for these  wells , the  parties  agreed that ICE would deliver the  water from

the  we lls  currently owned by the  golf cours e  (P roduction Well Nos . l and 2) and

the  unus ed production capacity from the  ICE well (P roduction Well No. 3) to the

golf course . The golf course  would then be  charged a  wheeling charge  and its  pro

ra ta  s ha re  of the  O&M expens es  a ttributable  to the  TRR wate r s ys tem. Harva rd

and the TRR golf course also agreed to have a secondary right to the Association's

domestic cus tomers  during emergencies . The golf course also agreed to pay for the

pumping powe r cos ts  for the  thre e  we lls  in the  TRR we ll fie ld, de s pite  s ome  of

thes e  cos ts  be ing a ttributable  to ICE's  re s identia l cus tomers . In light of the s e

promis es  and exchanges , it was  reas onable  for ICE to ente r into this  va lid Well

Agreement.

A.

A.
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Q- DOES  ICE TREAT THE GOLF COURS E AS A CUS TOMER?

No. The re  a re  a  va rie ty of diffe re nce s  be twe e n the  TRR golf cours e  a nd ICE's

cus tome rs . ICE a nd the  TRR golf course  ha ve  e nte re d into the  We ll Agre e me nt.

ICE does  not have  any well sharing agreements  with its  res identia l cus tomers . The

We ll Agre e me nt s e ts  forth the  re la tions hip be twe e n the  golf cours e  a nd ICE,

including charges  and re imbursements .

In addition, ICE sends  out diffe rent invoices  to the  TRR golf course , namely

invoice s  re la ting to O&M e xpe ns e s . Although ICE bills  the  golf cours e  monthly

for whe e ling cha rge s , which the  golf cours e  pa ys  on a  monthly ba s is , the  golf

cours e  a ls o s e nds  a n a dditiona l monthly pa yme nt to ICE for its  monthly pro ra ta

sha re  of the  O&M e xpe nse s . At the  e nd of the  ye a r, ICE se nds  a n invoice  to the

golf course  to true-up the  O&M expenses  owed for the  year.

Anothe r diffe rence  is  tha t the  golf course  pays  for the  pumping power cos ts

for the  three  we lls  in the  TRR well fie ld, the  TRR pumping s ta tion, and the  Double

Adobe  pumping s ta tion. ICE's  res identia l cus tomers  do not pay for power cos ts .
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Q- WO ULD IC E  HAVE  C O NC E R NS  IF  T HE  C O MMIS S IO N DE C IDE S  T O

TREAT THE TRR G O LF  CO URS E AS  A CUS TO MER, REQ UIRING  THE

P AYMENT OF  TARIFF  RATES  FOR WATER?

Yes. ICE would have several concerns with such an outcome. If the Commission

treats the golf course as a customer of ICE, then it would require the golf course to

pay the tariff rates and impute fictitious revenue from the golf course to the Test

Year. This would be disastrous for the Association and its members, including Mr.

Taylor. It is my understanding that there is no legal obligation on the part of the

golf course to pay such rates. So even if such revenue is imputed, ICE will not be

receiving this revenue. Given the Association's need for a rate increase, these

actions could result in the Association going bankrupt. In addition, this action

could lead to a breach of the Well Agreement and legal action against ICE by

Howard and the TRR golf course for attempting to charge tariff rates.

A.
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If Commis s ion S ta ff propos e s  to impute  fictitious  re ve nue  from the  golf

course  in the  Tes t Year, an a ssumption has  been made  tha t Harva rd and the  TRR

golf cours e  would be  willing to pa y ta riff ra te s  going forwa rd. ICE is  s ure  tha t

would not be  the  ca s e . ICE be lie ve s  Ha rva rd a nd the  TRR golf cours e  would

exercise  other options , some of which a re  discussed be low. Imputing revenue  a lso

re sults  in othe r cus tome r ra te s  be ing re duce d. With a  de cre a se  in re ve nue , the

Associa tion would not rema in viable .

By a ttempting to void the  Well Agreement, the  following could re sult:

(1) The  golf course  may decrease  or e limina te  its  use  of wa te r from the  ICE

we ll a nd look for a nothe r wa te r s ource . Unde r the  We ll Agre e me nt, this  would

re sult in a  deple tion of the  golf course 's  re imbursement to ICE for O&M expenses

and payment for whee led wa te r. Any diminished re imbursement means  tha t these

e xpe ns e s  would be  pa s s e d on to cus tome rs , but cus tome r ra te s  going forwa rd

would re cove r little , if a ny, of thos e  a dditiona l cos ts . The  los s  of re imburs e me nt

a lso would furthe r de te riora te  ICE's  fina ncia l pos ition. Unde r the  ta riff ra te s , ICE

would not rece ive  any revenue  from the  golf course  and cus tomer ra te s  would be

gross ly unders ta ted. For e xa mple , ICE a ccounting witne s s  Thoma s  Boura s s a

te s tifie s  tha t if ICE rece ives  no revenue  from the  golf course , then cus tomer ra te s

would be  increased approximate ly 70 percent. See  Bourassa  Suppl.. Rebutta l T. a t

29-30, Proforma  Schedule  A-I .

(2) If ICE were  to charge  the  golf course  res identia l ta riff ra tes  in addition to

e xpe ns e s  the  golf cours e  is  re s pons ib le  for unde r the  We ll Agre e me nt, the

Associa tion may be  subjected to a  protracted lega l ba ttle  with Harvard and the  golf

c o u rs e  o ve r th e  va lid ity o f th e  W e ll Ag re e me n t a n d /o r th e  g o lf c o u rs e 's

unwillingness  to pay the  ICE ta riff ra te s . ICE would incur s ignificant lega l cos ts  in

this  scenario, which it cannot a fford.

9



IV.

Q-

TRR WATER SYSTEM INFRASTRUCTURE.

WOULD YOU LIKE TO RESPOND TO INTERVENOR TAYLOR'S

ASSERTION THAT THE ASSOCIATION'S INFRASTRUCTURE TO

SERVE TRR IS OVERSIZED?

RATE INCREASE.

IS A RATE INCREASE NECESSARY AT THIS TIME?

Yes . His  a sse rtion is  mis leadiNg and has  no bea ring on the  present ra te  case . Mr.

Taylor cannot jus t look a t the  wa te r sys tem infras tructure  as  be ing des igned sole ly

for dome s tic us e . It wa s  no t. The  s ys te m wa s  de s igne d to de live r wa te r to

res identia l cus tomers , the  golf course , and for fire  protection. Throughout the  TRR

wate r sys tem, seve ra l 10 inch line s  were  ins ta lled to accommoda te  the  amount of

wa te r re quire d for fire  hydra nts  in the  e ve nt of a  fire  e me rge ncy. The re  is  one  12

in c h  tra n s mis s io n  lin e  fro m th e  TRR we ll fie ld  to  th e  TRR p u mp  s ta tio n .

Assuming tha t a  12 inch line , ins tead of a  10 inch line , was  required because  of the

golf course , Mr. Bourassa  has  te s tified tha t the  a ffect of any over s izing of this  line

on ra te s  is  ne gligible . Se e  Boura s s a  Suppl. Re butta l T. a t 20. Furthe rmore , the

Commis s ion  a pprove d the  cons truction  of the  curre nt wa te r s ys te m whe n it

a pprove d the  Ma in  Exte ns ion  Agre e me nt a nd F irs t Ame ndme nt of the  Ma in

Exte ns ion Agre e me nt a nd e xte nde d the  Associa tion's  CC&N to s e rve  cus tome rs

living in TRR.
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Q-

Yes. The  Commiss ion has  not increased ra tes  for ICE s ince  the  ra tes  were  firs t se t

in 1995. As  the  manage r of the  member-owned Associa tion, I know firs t hand tha t

the  curre nt ra te s  no longe r provide  a  s ufficie nt ope ra ting ma rgin to ke e p the

As s ocia tion via ble  for the  long te rm. Mr. Boura s s a  pre vious ly provide d de ta ile d

tes timony rega rding the  necessa ry opera ting margin and revenue  requirement the

As s ocia tion re quire s  to re ma in via ble , a nd I de fe r to him for the  s pe cifics . I note

a ls o tha t the  curre nt ra te  s tructure  is  not tie re d to promote  wa te r cons e rva tion,

which I know is  important to the  Commiss ion.

A.

A.

1 0



WATER PRIORITY.

PLEASE RESPOND TO INTERVENOR TAYLOR'S ASSERTION THAT

THE ASSOCIATION'S RESIDENTIAL CUSTOMERS DO NOT HAVE

PRIORITY OF THE WATER FROM THE TRR WELLS.

Mr. Taylor is incorrect. Paragraphs 14(j) and l5(f) of the Well Agreement specify

that the Association's residential customers have priority over the golf course and

construction water demand in times of emergency. Because of this priority, the

Association's residential customers have the security of having an available water

supply during emergencies.

Last summer, the golf course also installed a sensor at the golf course meter.

The sensor closes off the delivery line to the golf course if there is a loss of

pressure in the TRR water system. This ensures that the ICE would have enough

water for fire and customer needs.

IS THE DOMESTIC WATER PRIORITY ONLY FOR WATER PUMPED

FROM THE ASSOCIATION'S WELL OR ALL THREE PRODUCTION

WELLS IN THE TRR WELL FIELD?

The  wa te r priority applie s  to a ll three  production we lls  in the  TRR we ll fie ld.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes .
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VI.

Q-

A.
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WILIJAM A.MUNDELL
JEFF HATCH-MILLER

MIKE GLEASON

Executive Seaetavy

ARIZONA CORPORATION COMMISSION

S EP  26

September 24, 2003

Mr. Michael T. Heller
Lewis and Roca LLP
40 North Central Avenue
Phoenix, Arizona 85004-4429

De a r Mr. He lle r:

The enclosed Main Extension Agreement between ICE Water Company and Harvard
Simon I, LLC, has met the provisions of A.A.C. R14-2-406, or company approved taliifs, and is
approved, excepting those provisions, if any, not within the jurisdiction of the Arizona
Corporation Commission.

A copy of this agreelnnaltit will remain on File in°the Utilities Division's Central Files.

Sincerely,

4

Ji_n';lpishe]'
Executive Consultant
Utility/es Division

JEF:hm1

Enclosures

cc: Brian Bozzo

1200 WESTWASIHINGTON STEM: PHOENIX. ARIZONA es007-2927 Igloo WEST coneness STREET: TUCSUN, ARlZONl\85701 .1347

www.cc.state.az.us
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FIRST TO MAIN EXTENSION AGREEMENT

4/0l**13 FIRST AMENDMENT TO MAIN EXTENSION AGREEMENT is made this
$25 day of February, 2003, by and between ICE WATER USERS ASSOCIATION, an
Arizona public service corporation ("Company"), and HARVARDSIMONI, L.L.C., an Arizona
corporation ("Developer"), for the purposes and consideration hereinaiier set forth.

RECITALS

A. Company and Developer previously entered into that certain Main Extension
Agreement, dated March 5, 2001 ("the Agreement"), pertaining to the extension of water utility
service to 3470 acres of real property generally situated in Yavapai County, Arizona ("the
Property"),

B, Subsequent to execution of the Agreement, on January 15, 2002 the Arizona
Corporation Commission ("Commission") issued Decision No. 64360 extending Company's
CC&N conditioned upon Developer transferring ownership of certain wells and related water
production facilities Rodie Company.

C. Based on the Commission's Order, the parties desire to amend and modify certain
provisions of the Agreement, as set forth below.

NOW, THEREFORE, in consideration of the following covenants and agreements, and
other good and valuable consideration, Company and Developer hereby agree to amend the
Agreement as follows:

1. Amendment to Agreement.

(a) Off-Site Facilities. Paragraph l(a) of the Agreement is amended to
provide that the "Facilities" include two production wells that have been installed and
constructed by Developer and are described as Production Well 3 and Production Well 2 in that
Well Agreement to be executed by Company, Developer and Talldng Rock Golf; L.L.C.
concurrently with the execution of this Agreement (the "Well Aglreerltlent"). A Revised Exhibit
"C" reflecting the actual costs of the two production wells is attached hereto and incorporated
herein by this reference.

(b) Utility's Use of the Facilities. Paragraph l(b) of the Agreement is
amended to provide that Company covenants and agrees that Company SCI use and operate the
production wells installed and constructed by Developer and transferredtoCompany pursuant to
the Well Agreement only in accordance with the use restrictions contained in the Well
Agreement and the conditions and restrictions contained in that Special Warranty Deed from
Bluegreen West Corporation to Talldng Rock Land dated January 26, 2001 and recorded on
January 26, 2001 in book 3807, page 626, records of Yavapai County, Arizona, pursuant to
which Developer's affiliate acquired the location of the production wells.

(c) Transfer of Ownership. Paragraph 5(a) of the Agneeunent is amended to
provide that, pursuant to the Well Agreement, (i) immediately after the approval of this First
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Arnendlnnent by the Commission or its star Developer will transfer and convey Production Well
3 to the Company, via Bill of Sale in form attached to the Well Agreement; and (ii) on or before
the date that the Company provides water service to the s00"' single~fami1y residence at the
Property, Developer's affiliate, Talking Rock Golf; will transfer and convey Production Well 2
to the Company, via Bill of Sale in form attached to the Well Agreement. All other Facilities
shall be conveyed in accordance with the terms of the Agreement,

(d) Determination of Amount of Developer Advances. Paragraph 8 of the
Agreement is amended to provide that the actual costs of Production Well 3 and Production Well
2, including all equipment, pumps, motors, valves, pipes, electrical system and other
appurtenances installed and constructed by Developer and transferred and conveyed by
Developer" or by Talking Rock Golf to Company, shall constitute an advance in aid of
construction and shall be refundable to Developer in accordance with paragraph 9 of the
Agreement

(e) Agreement Submission. Paragraph 13(a) of the Agreement is amended to
provide that the Company shall be responsible for promptly seeking Commission approval of
this First Amendment.

2. Inconsistencies; Governing Agreement. With regard to Production Well 3
and Production Well 2, 'm the event of any inconsistencies between the terns and provisions of
the Well Agreement and the terms and provisions of the Agreement, the terms and provisions of
the Well Agreement shall govern and prevail.

3. Effect on the Agreement. Except as otherwise expressly provided herein, dl
terns, covenants and conditions of the Agreement shall remain in full force and effect and be
binding upon the parties.

IN WITNESS WI-IEREOF, ICE WATER USERS ASSOCIATION and HARVARD
SIMON I, L.L.C., have caused this First Amendment to Main Extension Agreement to be
executed on their behalf by their duly authorized representatives as of the day and year first
above written.

ICE WATER USERS ASSOCIATION

Date .Approved :

Decision Na. :

>1pl-.¢= *'°l,728»> By(
w . ve5alelD~4cGnéac,President

Directs' of Btiiiiies

Arizona Cuxpvmtion Gommissiun HARVARD SIMON 1, L.L.C., an Arizona limited
liability company,

BY : \ . y

i

_a

By: Harvard Talking Rock, L.L.C.
Its Operating Member
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By" Harvard Investments, Inc., an
Nevada corporation
Its Manager

PHX/MGALLOGU12578943/47094.005

-3_

By
Its
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_TALKING Rock RANCH, Wells and Well Site
. _ Yavapai Cqgmty, Arizona .

E N G l N E E R ' S  O P I N I O N  O F  P R O B A B L E  C O N S T R UC T I O N  C O ST
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MAIN EXTENSION AGREEMENT

(WATER SERVICE)

THIS AGREEMENT is made this day of _* @g2o01 by and between ICE

WATER USERS ASSOCIATION, an Arizona public service corporation ("Utility") and

HARVARD sllvion I, L.L.c, an Arizona limited liability company ("Developed"'), far the

purposes and considerations hereinafter set forth.

RECITALS

Developer is the Second Beneficiary under the First American Title Insurance

Agency of Yavapai, Inc. Trust No. 4750, which trust owns approximately 3470 acres of real

property generally situated in Yavapai County, Arizona, more particularly described in Exhibit

"A" attached hereto and incorporated herein by this reference (the "Property"). Developer is

authorized to obtain water and wastewater utility services for the Properly. A portion of the

Property, approximately 400 acres, is currently located within the Uti l i ty's Cefdf icate of

Convenience anti Necessity ("CC&N") as shown in the map attached hereto as Exhibit "B" and

incorporated herein by this reference. The remainder of the Property, approximately 3070 acres
9

(the "Extension Area"), is adjacent to utility's CC&N as shown in Exhibit "B," but is not located

in the certificated service area of the Utility or of any other certificated water utility provider or

in the service area of any municipal water utility serviceprovider. The majority of the Pmpelrty,

approxiMately 2,500 acres, is located in an area eligible for membersllip in the Utility pursuant to

the  Utility's  By-La ws .

Utility is a public service corporation as defined in Article XV, Section 2 of the

Arizona Constitution and, as such, regulated by the Arizona Corporation Commission

("Commission"). Utility has been granted a CC&N by the Commission authorizing Utility to

A.

B.

is
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pmvids water uti l i ty sav icw. Utility is willing to promptly seek approval of theCommission to

extend its CC&N to include the Extension Area and to take all other action and obtain other

government approvals as necessary in correctiOn with the extension of Utility"s CC&LIN to

include the Extension Area. Thereafter, Utility .is willing to extend water utility service to the

Property `m actwldance with the terms and conditions set forth in this Agreement and i n

accordance with relevant law, including the rules and regulations of the Commission.

Developer has requested that water utility service be extended and provided to the

P rope rty by Utility in fhdherance of Developer's planned development of the Property.

Developer intends to develop on the property a residential subdivision to be mown as Talking

Rock Ranch that will contain approximately 1500 residential dwellings, certain common areas

and a ranch compound with a clubhouse, swimming pool, tennis courts and a health and fitness

center. Developer is willing to construct and install distribution mains, valves, fittings, storage

facilities and other waterutility facilities both on-site and off-site (the "Facilities") necessary for

Utility to furnish water service to each lot, building or other customer within the Property and,

following construction, to convey title to the Facilities to Utility. All amounts paid by Developer

hereunder will be treated as an advance in aid of construction according to the terms and

conditions set forth hemeinaiier.

D . Developer also intends to construct an I8-hole golf course at the Property, with a

driving range, other' practice facilities, storage lakes and related amenities and facilities (the

"Golf  Course"). Developer wil l supply water to the Golf Course for landscape irrigation, the

filling of lakes and other non-potable purposes.

2
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NOW, THEREFORE, in consideration of the following covenants and a,grewments,. and

Qther good and valuable. consideration, the receipt and suff iciency of which are hereby

acknowledged, the parties hereby agree as follows:

AGR EEMENTS

1 . Construction of Water Utility Facilities by Developer.

(a) Construction of Facilities. At its sole expense, Developer shall

construct and install, or shall cause to be constructed and installed water utility facilities

consisting of water distribution mains and pipelines, valves, hydrants, fittings, service lines and

all other related items of utility plant, both on-site and off-site, to be used to extend water service

to each lot, building or other customer within the Properly (the "Facilities") as more particularly

described in Exhibit "C" attached hereto and incorporated herein by this reference. Exhibit "C"

also contains an estimated cost of construction for the Facilities. Utility hereby acknowledges

and agrees that the Property may be developed in separate phases and that Developer may

construct and install the Facilities in phases in a manner that will allow for the provision of water

utility services to each phase as necessary and in a timely manner. The size, design, type and

quality of materials used to construct the Facilities, as well as the location of the Facilities upon

and under the ground, shall be approved by Utility, which approval shall be prompdy provided

and which shall not be unreasonably withheld.

(b ) Utility's Use. of the Facilities. Utility covenants and agrees that it

shall use its best efforts to ensure that the Facilities are not used to serve customers outside the

Property in a manner that adversely impacts the provision of water utility service to the Property.

Utility further represents to Developer that; in Utility's judgment, the cost of constructing the

S

*
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Facilities is disproportionate to anticipated revenues to be- derived iii mm future customers within

the  P roperty.

2. Enaineetiniz Plans. Developer his retained Shepherd-Wesnitzer, Inc. to

prepare engineering plans and specifications for the Facilities to be constructed hereunder.

Developer may retain additional engineers or other consultants as determined in Developer's sole

discretion to be necessary in connection with the design and installation of the Facilities. All

plans and specifications shall be submitted to Utility and its engineers for review and approval,

together with a copy of the subdivision plat for the Property and drawings depicting the

iniiastrucmre improvements for the subdivision.

Design and Construction Standards, Relzulatorv Approvals. Al l  Faci l i t ies

designed and constructed by Developer hereunder shall be in strict conformance with the plans

and specifications therefor, and the applicable regulations of the Yavapai County Environmental

Services Department ("Environmental Services"), Arizona Department of Environmental Quality

("ADEQ"), the Commission and/or any other governmental agency exercising jurisdiction over

the design and construction of potable water systems. Prior to construction of any Facilities,

Developer shall obtain approval to construct from either Environmental Services or ADEQ.

Upon completion of the Facilities, Developer shall obtain approval of construction &om either

Environmental Services or ADEQ. Developer shall also be responsible for obtaining any

additional pennies, licenses and/or approvals required for the consmzction of the Facilities.

Utility slaall cooperate with and assist Developer promptly, as may be reasonably required, in

obtaining such certificates and approvals. All contactors and subcontractors employed by

Developer in connection with the construction of the Facilities shall be licensed by the Arizona

Registrar of Contractors and shall be qualified in the construction of public water systems.

3.

4
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4. Right oflnspectionz Corrective Action. Utility shall have the right to have

its engineers, the- selectixm of Whichshallbe subject to Develop¢r's approval, inspect and t¢st the

Facilities at reasonable times during the course of construction as necessary to ensulwc

ccmfonnance with plzltns and specifications. If at any time before. the final acceptance by Utility

of the Facilities any construction, materials. or worldnanship are found to be d¢fE:ctive or

deficient iN any way, or the Facilities fail to conform to this Agreement, then Utility may reject

such defective or deficient construction, materials 8nd/or workmanship and require Developerto

.filly pay for all necessary corrective construction ciforts ("Corrective Action"). Utility resenres

the right to withhold approval and to forbid connection of any defective portion of the Facilities

to Utility's system unless and until the Facilities have been constnlcted in accordance with plans

and speciiicadons and all applicable regulatory requirements. Further, Developer shall promptly

undertake any Corrective Action required to remedy such defects and de5ciencies in

construction, materials and workmanship upon receipt of notice by Utility. The foregoing

notwithstanding, Utility shall not unreasonably withhold or delay acceptance oftheFacilities.

Transfer of Ownership, As-Built Plans, Warranty.

(H) Transfer of Ownership. Upon proper completion, testing and final

inspection of the Facilities by Utility, Utility shall issue a written notice of aocegptance to

Developer. Inmnnediately thereafter,Developer shall convey to Utility, via a hillof sale in a form

satisfactory to Utility, the Facilities together with any permanent easements andlor rights-of-way

required pursuant to paragraph 7 below. All Facilities so transferred shall thereafter become and

remain the sole property and responsibility of Utility, Developer covenants and agrees that, at

the time of transfer, theFaci1ities shall be Her and clear of all liens and encumbrances, and

Developershall provide evidence in the form of lien waivers or otherappropriatedocuments that

L

5.
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dl claimziz of ¢6iitractdf§, §tili¢6ntractors,. me 'is and Mai en ""said and are

fully s atis fied.

(b) As~Built Plans. At the time of transfer, Developer shall provide to

Utility tluee (3) sets of "as-built" drawings and sqlleciiicatinms for the Facilities, certified and

sealed byDeveloper's engineers to be trueand correct.

(c) Warrantv. Developer warrants that, upon their completion, the

Facilities will be lice Boy all defects and deiicicncies in txmstmction, materials and

workmanship for a period of time commensurate with the warranty period provided to Developer

by contractors retained by Developer to construct the Facilities, but in no event, for a period of

less than one (1) year from the date of Utility's acceptance. During the warranty period,

Developer agrees to promptly undertake any Corrective Action required to remedy such defects

and deficiencimc upon notice by Utility. Upon Utility's acceptance of the Facilities, as provided

in this paragraph, Utility shall be deemed to have accepted the Facilities in "as is" and "as-

constructed" condition, subject only to the warranty period concerning defects and deficiencies

in construction, materials and workmanship provided for herein.

6. Reimbursement for Inspection Costs. Overhead and Other Expenses of

Utility. Developer siaall reimburse Utility for Utility's neascmahle fees, costs and expenses

incurred in connection with its review of the engineaimg plans and specifications for the

Facilities, the preparation of this Agreement and other necessary legal services, inspection and

testing of the Facilities during their construction, and other fees, costs and expenses reasonably

and necessarily incured by Utility with respect to this project during the course of construction

and 'm connection with obtaining appruvd of the Commission to extend Util i ty's C C &N tO

include the Emersion Area (collectively, "Administrative Costs"). Utility covenants to use

6
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reasonable efforts to incur AdminisixwartiveCosts only as necessary and prudent. On a monthly

basis, Utility shall provide Developer with a written statement describing with specificity all

Administrative Costs incurred by Utility during the preceding month, together with complete

copies of adj bills, sratemems and invoices supporting such Administrative Costs. Developer

shall make payment on or before the iiileenth (15"') day of the calendar month following the

month in which Utility's statement is received. Utility hereby aclmowledges its receipt Rf

$5,000.00 as a deposit, which deposit shallbe applied as a credit against Administrative Costs

incurred by Utility hereunder.

Public Streets and Rights-of-Wav; Easements.; Spacing of Lines. At the

time of transfer of ownership of any Facilities, as provided in paragraph 5 above, Developer shall

provide Utility with evidence satisfactory to Utility that dl distribution mains and service l'mes

within the Property are located within dedicated streets and/or public rights-of~way. In the event

that any distribution mains or service lines are not located within dedicated streets and/or public

rights-of-way, then at the time of transfer of ownership of such Facilities, Developer shall grant

to Utility, or shall cause to be granted to Utility, easements and/or rights-of-way, free firm all

liens and security interests thereon, and in a form that is satisfactory to Utility, over, under, and

across all pipeline routes and all portions of the Property necessary to operate, maintain and

repair such Facilities. Unless otherwise mutually agreed upon in writing, such easements and/or

tights-of~way within. the Property shall be free of physical encroachments, encumbrances or

obstacles, and shall have a m'mimum width of ten (10) feet. The distribution mains and service

lines constructed and installed by Developer within the Property shall be separated by a

'reasonable distance lion other utility lines and facilities toprevent damage orconflicts in the

event of repairs or maintenance.

I .

7.

7
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8. Deteminadon of Amount of Developer Advances. The actual cost of

constructing and installing the Facilities described in paragraph I above and all amounts paid by

Developerpursuant to paragraph 6 above shall constitute an advance iN aid of instruction and

shall be refundable to Developer in accordance with paragraph 9, below. Developer shall

provide Utility with a written statement setting forth in detail Developer's actual costs of

constnlction within ten (10) business days following receipt of Utility's notice of acceptance of

the Facilities, together with copies of all invoices, bills, statements and other documentation

evidencing the cost of construction. The costs of any Corrective Action, as defined in paragraph

4 above, the costs of curing my defects arising during the warranty period, as providedherein,

and the costsof any unreasonable overtime incurred in the construction of die Facilities shall not

be included in the actual costof constructingand installing theFacilities, and shallnot be subject

to refund by Utility hereunder.

Refunds of Advances to Developer. Following the Disk*ict's acquisition

of the Facilities pursuant to paragraph 5(a) hereinabove, Utility shall refund annually to

Dev_eloper an amount equal to tifieen percent (15%) of the gross annual operating revenues Hom

water sales to bona fide customers of Utility within the Property. Such reminds shall be paid by

Utility on or before August 31 of each calendar year for the preceding July 1 to June 30 period,

commencing in the 5811 calendar year immediately following the initiation of water utility

service to the first customer within the Property by Company, continuing theineatier in each

succeeding calendar year for a total oftwenty (25)years. No interest shall accrue or be payable

on the amounts to be refined for the Facilities hereunder, and any unpaid balance remaining at

the end of such twenty-five year period shall become a non-refundable contdbutiorn in aid of

construction to Utility and be recorded as such in the Utility's books and records of account. In

9.
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no event shall the total amount of the refililds paid by Utility pursuant to this Agreement exceed

the total  amount of all ref imdable advances paid by Developer in connection with the

construction of the Facilities.

10. Notice. All notices and other written communications required hereunder shaHl be

sent to the parties as follows;

SwayzeMcC1aline
ICE Water Users Association
P. o. Box4413
Prescott, Arizona 86302

Doug Zuber .
Harvard Simon I, LLC.
c/o Harvard Investment, Inc.
7600 B. Doubletree RanchRd., Suite 220
Scottsdale, AZ 85258

Each PW' shall advise the otherparty in writing of any change in the manner in which notice is

to be provided hereunder.

11, Risk of Loss: Indannification. Unt i l Utility has issued its written notice

of acceptance of the Facilities constructed hereunder, all risk of loss with respect to the Facilities

shall remain with Developer. De ve lope r s ha ll inde m nify a nd hold Utility a nd its  office rs ,

directors, employees and agents harmless for, from and against all cldrns or other liability,

whether actually asserted or threatened, arising out of or related to Developer's construction of

the Facilities bemeunder. Developer's obligations under this paragraph shall not emend to any

Claims or liability rising out of Utili:ty's ownership and operation of the Facilities following

their acceptance.

12. Utilitv's Obligation to Serve.

ca) Developer's Failure to Perform. Utility shall have no obligation to

accept and operate the Facilities to be constructed hereunder in mc event Developer fails to make

9
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any payment provided inthis Agreement, fails to complete the construction and installation of

the Facilities inaccordance with their plans and specifications or otherwise' fails to comply with

any of the terms and conditions of thisAgreenncnt in any material respect.

) Fire Protection Service. Utility Agnew to provide water for 'fire

protection to the Property in accordance with the requirements of Yavapai County and any

private fire and emergency service providers. It is understood and agreed that the Facilities have

been designed to allow the delivery of water for Hrs protection purposes to the Property. The

foregoing notwithstanding, the Utility will supply only such water at such pressures as may be

available as a result of the normal operation of its system, and the Utility shall not be liable for

injuries or damage resulting from causes beyond the Utility's control.

(c) W ater Supply to Gol f  Course. Utility a cknowle dge s  tha t

Developer intends to construct the Golf Course. Utility lither acknowledges that Developer

intends to supply water to the Golf Course for landscape irrigation, the filling of lakes and other

non-potable purposes and hereby provides its mwnditiond consent for Developer to supply

water to the Golf Course for such purposes. Utility further agrees to provide water utility service

to the Golf Course for landscape imlgation, the filling of lakes and other non-potable purposes at

a future date but only upon receipt of Developer's written request at which time such service

would be provided consistent with the axles and regulations of the Commission and Utility's

Commission approved tariffs. Developer may also request, in writing, that such provision of

water utility service by Utility for landscape im'gation, the filling of lakes and other non-potable

services be on a temporary basis and Utility provides its unconditional consent for Developer to

suspend or terminate such service within its woe disuwtion.

I
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13. Contingencies.

ca) Com m is s ion Approva l. Because a substantial portion of the

Property (i.e., the Extension Area) lies outside Utility's CC&N, this Agreement is contingent

upon approval by the Commission to extend the CC&tN to include the Eadension Area. utility

shall be responsible for promptly seeking Commission approval to wfténd its CC&N to include

the Extension Area as well as for seeldng approval of this Agreement. The parties shall

cooperate with and assist each other in connection with obtaining such approval. I f  t he

Commission refuses to approve the extension. of Utility's CC&N to include the Extension

Agreement, then this Agreement shall be cancelable by any of the parties hereto upon written

notice to the other parties, and no party hereto shall thereafter assert any right or be subject to

any obligation imposed hereunder, except for payment by Developer of Administrative Costs

reasonably incurred by Utility.

(b) Franchise Agreement. Uti l i ty further agrees to promptly seek

approval from Yavapai County to extend Utility's Franchise Agreement with the County to

include the Extension Area and/or any other portion of the Property not presently located witilin

the Utility's Franchise area.

14. Riszbt of Assignment. Developer may assign this Agreement, or any of its

rights and obligations hereunder, to another party provided that written notice of such assignment

is givenm Utility prior to the effective date of assignment and that the assignee agrees 'm writing

to fully perfonu Developer's obligations hereunder and to be bound by this Agreement.

15. Condemnation or Sale of Utility, In the event of the condemnation or sale

of the Facilities, Utility shall promptly pay to Developer any unrcfunded portion of Developer's

1 1
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advances in ad of construction. Payment by Utility shall be made on Qr before thirty (30) days

from the date on whichUtility receives payment.

¢ 16. Alternative Dispute Resolution. The parties hereto agree that each will

use good faith ef forts to resolve, through negotiation, dispute arising hemunda without

resorting to mediation, arbitration or litigation. However, to the extent that a dispute: arises

which cannot be resolved through negotiation, and the dispute does not fal l  within the

jurisdiction of the Commission, the parties agree to the following dispute resolution mechanism:

(3) Mediation. The parties shall first attempt, in good fa ith, to resolve

the dispute through mediation administered by the American Arbitration Association under its

CommercialMe dia tion Rule s .

(b) Arbitration. If the dispute cannot be resolved through mediation,

the matter shall be submitted to binding arbitration in accordance with the alms of commercial

arbitration ("Rules") then followed by the American Arbitration Association ("AAA"), Phoenix,

Arizona. If the claim in dispute does not exceed $20,000, then there shall be a single arbitrator

selected by mutual agreement of the parties, and in the absence of agreement, appointed

according to the Rules. If the éldm in dispute exceeds $20,000, the arbitration panel shall

consist of three (3) members, one of whom shall be selected by Developer, one of whom shall be

selected by Utility, and the third, who shall serve as chairman, whom shdl be selected by the

AAA. The arbitrator or arbitrators must be Imowledgeable in the subj act matter of the dispute.

The costs and fees of the arbitraton(s) shall be divided equally between the parties. Any decision

of the arbitrator(s) shall be supported by written Endings of fact and conclusions of law, and

shall be based upon sound engineering practice. The decision of the arbitrator(s) shall be final,

subject to the exceptions outlined in the Ariana Uniform Arbitration Act, A.R.S. Section 12-

12



1502, Q gag., and judgment may be entered upon the same; provided, however, that any decision

ofdle arbi1Iator(s) may be appealed to the Superior Court of Maricopa County ini t  is based on an

erroneous interpretation, application or disregard of the law applicable to the dispute. The

arbitrator(s) shall control discovery in the proceedings and shall award the prevailing party its

reasonable attorneys' fees and costs.

17. Commission Rules and Regulations. This Agreement, and all rights and

obligations hereunder, shall be subject to the Commission's rules and regulations regarding the

operation of water utility companies and all applicable rates, fees, charges, and tariffs of Utility

as approved by the Commission or as may be modified in the fixture.

18, Attomevs' Fees. The prevailing party in any litigation or other proceeding

concerning or related to this Agreement, or the enforcement of thereof, shall be entitled to

recover its costs and reasonable attorneys' fees.

19. Time of the Essence. Time is of the essence of every provision hereof

to. Miscellaneous. This Agreement shall be governed by die laws of the State

of Arizona. This Agreement, and each and every term and condition contained herein, shall be

binding upon and inure to the benefit of the successors and assigns of Utility and Developer.

This Agreement sets forth the entire agreement between the parties and supersedes all prior

negotiations, understandings and agreements between them, except as otherwise expressly

provided herein. No change in, addition to, or waiver of any provisions of this Agreement shall

be binding upon either party unless in writing and signed by both parties. This Agrweement may

be executed in two or meme original or facsimile counterpaNe, each of which shallbe deemed an

odgind and all of which together shall constitute but one and the same instrument. In case any

provision of this Agreement shall be determined to be invalid, illegal or unenforceable, it shall,

1 .

13



I

to the extent possible, be modified in such manner as to be valid, legal and enforceable but so as

most nearly to retain the intent of the parties. If such modification is not possible, such provision

shall be severed Bum this Agreement. In either case thevalidity, legality and enforceability of

the remainingprovisions of this Agreement shall not in any way be affected pr impaired thereby.

The headings in this Agreement are inserted for convenience only, and shall not constitute a pant

of this Agreement or be used to construe or interpret any of its provisions. The parties have

participated jointly in the negotiation and drafting Rf this Agreement. If a  que s tion of

interpretation arises, this Agreement shall be construed as if drafted jointly by the parties, and no

presumption or burden of proof shall arise favoring or disfavoring any party by virtue of the

authorship of any provision of this Agreement.

IN WITNES S  WHEREOF, the  pa rtie s  he re to have  caused this  Agreement to be  executed

as of the day and year first above written.

ICE WATER USERS ASSOCIATION, an
Arizona public service corporation

By:
Its

"Utility"

Date Apptavedl

Decision Na..

§¢...-v "i¢ z=#Q5
HARw»1<r> s11v1on L1;..L.c., an Arizona
limited liabili y '\

Director of U8li3es

Corporation Gommission

By: r éstments, Inc., an
Ariana corporation

Operating Member

"Developer"

I 126646. UV47094.0G5
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STATE OF ARIZONA )
) as

)County of Maricopa

me day
of HARVARD

The  fore going  ins trume nt wa s  a cknowle dge d  be fore this o f
, 2003, by ,

INVES TMENTS , INC., a  Nevada  corpora tion, the  Manage r of HARVARD TALKING ROCK,
L.L.c., a n Arizona  limite d lia bility compa ny, the  Ope ra ting Me mbe r of HARVARD S IMON I,
L.L.C., an Arizona  limited liability company, on behalf of the  company.

the

Notary Public

My Commission Expires:

STATE OF ARIZONA

County of

)
)ss
)

The foregoing instrument was aclmowledged before me this
,  2003,  by ,

WATER USERS ASSOCIATION, an Arizona public service corporation, on
corporation.

due
d a y  o f
o f  IC E

be ha lf of the

Notary Publie

My Commission Expires:

PID(/MGALl..0GUl3892811/47094.005 6



EXHIBIT B



BEFGRE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE
APPLICATION OF ICE WATER
USERS ASSOCIATION, AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE
CURRENT FAIR VALUE OF ITS
UTILITY PLANT AND PROPERTY
AND FOR INCREASES IN ITS RATES
AND CHARGES FOR UTILITY
SERVICE.

DOCKET NO.

SUPPLEMENTAL REBUTTAL TESTIMONY OF

THOMAS J. BOURASSA

TO DIRECT TESTIMONY

DAYNE TAYLOR

ON BEHALF OF

ICE WATER USERS ASSOCIATION

MARCH 14. 2008



1 .

Q.

INTRODUCTION AND PURPOSE OF TESTIMONY

PLEASE STATE YOUR NAME AND ADDRESS.

My na me  is  Thoma s  J . Boura s s a . My bus ine s s  a ddre s s  is  139 W. Wood Drive ,

Phoe nix, Arizona  85029.

HAVE YOU PREVIOUSLY SUBMITTED DIRECT TESTIMONY IN THE

INSTANT CASE?

Ye s , my dire ct a nd re butta l te s timony wa s  s ubmitte d in s upport of the  initia l

a p p lic a t io n  in  th is  d o c ke t  b y IC E  W a te r  Us e rs  As s o c ia t io n  ("IC E " o r

"As s ocia tion").

1

2

3  A.

4

5  Q .

6

7  A.

8

9

10 Q.

11

12 A.

13

14

15

16

17

18

WHAT IS THE PURPOSE OF THIS SUPPLEMENTAL REBUTTAL

TESTIMONY?

I will to re s pond to the  dire ct te s timony of Inte rve nor Da yne  Ta ylor with re s pe ct

to: 1) whe the r the  ra te s  cha rge s  to cus tome rs  a nd the  re ve nue s  provide d to ICE

during the  te s t ye a r through the  We ll Agre e me nt a re  e quita ble , 2) whe the r Mr.

Ta ylor's  re comme nda tion to re s tructure  the  As s ocia tion into two s ta nd-a lone

systems - one  to serve  the  ICE customers  and one  to serve  the  golf course  - would

lessen the  impact on ra tes  to the  ICE res identia l cus tomers , and 3) whe ther a  ra te

incre a se  would be  re quire d if the  We ll Agre e me nt we re  not in e ffe ct a nd the  golf

course  pa id ta riff ra tes  for wa te r supplied by the  ICE owned well

20

21 A.

Q- HO W WILL YO UR  TES TIMO NY B E O R G ANIZED?

My te s timony will be  orga nize d a s  follows : (1) I will provide  a  s umma ry of my

tes timony and conclus ions , (2) a s  background, I will discuss  the  Well Agreement

be twe e n the  As s ocia tion , Ta lking  Rock.Golf Club  ("TR Golf") a nd  Ha rva rd

Inve s tme nts  a nd how the  As s ocia tion is  compe ns a te d for wa te r us e , (3) I will

provide  a  cost of service  s tudy and discuss  its  implica tions  as  to whether or not the



1

2

3

b1 pre s e nt a rid prows

ra te s , (4) I will provide  an ana lys is  of the  revenue  requirement and ra te  increa se

necessa ry if TR Golf was  sewed by a  sepa ra te  wa te r sys tem, (5) I will provide  an

ana lys is  of the  revenue  requirement and ra te  increase  necessa ry if TR Golf pa id

ta riff ra tes , and (6) I will re spond to is sues  ra ised in Mr. Taylor's  direct te s timony

6

7

II.

Q

S UMMARY O F  TES TIMO NY AND CO NCLUS IO NS

P LE AS E  P R O VIDE  A B R IE F  S UMMAR Y O F  YO UR  TE S TIMO NY AND

CONCLUS IONS

9 A.

10

From my a na lys is  of the  re ve nue  re quire me nt a nd re quire d ra te  incre a s e  for a

s ys te m with a nd without TR Golf a nd my cos t of s e rvice  s tudy, I conclude  the

following

From a  cos t of se rvice  s tandpoint, the  revenue  rece ived by the  Associa tion

from TR Golf a nd Ha rva rd Inve s tme nts  for golf cours e  a nd cons truction

water under both the  present and proposed ra tes  is  s ignificantly higher than

if TR Golf wa s  re quire d to pa y ra te s  ba se d upon its  cos t of s e rvice . The

re ve n u e  p ro vid e d  b y th e  5 /8  in c h  me te r c u s to me r c la s s  p ro vid e s

s ignificantly less  revenue  tha t the ir cos t of se rvice  would dicta te

The  revenue  provided to ICE during the  te s t yea r by TR Golf and Ha rva rd

Investments  was more  than equitable  to the  ICE customers

From a  cos t of s e rvice  s ta ndpoint, during the  te s t ye a r ICE cus tome rs

be ne fit from the  re la tions hip with TR Golf. The  5/8 inch me te r cus tome r

cla s s , cons is ting a lmos t e xclus ive ly of re s ide ntia l cus tome rs , is  be ing

subsidized by the  larger meters  and the  golf course

Restructuring the  wate r sys tem into two s tand-a lone  opera tions  (one  for the

ICE cus tome rs  a nd  one  for TR Golf) would  no t re duce  the  ()&M a nd



1

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

15 A.

1 6

17

111.

Q-

THE WELL AGREEMENT

PLEASE EXPLAIN WHY THERE IS A WELL AGREEMENT AND WHO

ARE THE PARTIES TO THE WELL AGREEMENT.

depreciation obligatioNs tothei€I CUStomer's," but Emma in fact increase

such obligations.

An analysis of the revenue requirement for ICE, assuming a restructuring

the water system into two stand-alone operations, would result  in much

higher rates for the ICE customers. Instead of a 33 percent rate increase, as

the Associat ion proposed in the instant  case, a 70 percent  rate increase

would be required to meet the Association's minimum operating margins.

From a cost  of service standpoint ,  assuming that  TR Golf and Harvard

Investments were customers of ICE, which ICE disputes, it  would not be

equitable to the TR Golf and Harvard Investments to pay the same rates as

the ICE residential customers.

As described in the testimony of ICE Witness Robert Busch, the member-owned

Association entered into a Main Extension agreement with Harvard Investments,

or Harvard Simon I, LLC, ("Harvard"), the developer of the Talking Rock Ranch

subdivision in 2003.1 Harvard drilled three wells in the area in order to provide

wat er  t o  ho meo wners and t o  t he  go lf co urse  wit hin Talking Ro ck Ranch

Subsequent ly,  ICE, Harvard,  and TR Golf entered into  the Well Agreement

Pursuant to the Well Agreement, there are three wells connected to ICE's water

system, but not all of the wells are owned by ICE. ICE currently owns one of the

wells (Production Well No. 3). TR Golf current ly owns the two other wells

Harvard has assigned its interests to the Well Agreement to Talking Rock Land, LLC. ICE is not related to
Harvard, Talking Rock Golf Club, or Talking Rock Land, LLC

4.

5.



1 Under the Well Agreement, TR Golf is required

2

3

4

5

6

7

8

9

10

11

12

13

14

(Production Well NoS. 1 aNd 2).

to convey Production Well No. 2 to ICE when ICE serves 800 customers in the

Talking Rock Ranch system.

The water from all three wells is used to provide water to ICE's Talking

Rock Ranch customers and to deliver water to the golf course. Under the terms of

the Well Agreement, TR Golf pays a wheeling charge for all water delivered by

ICE to the golf course and Hazard pays a wheeling charge for construction water.

The wheeling charge was originally $10.00 per acre foot and is adjusted annually.

It is now $11.59 per acre foot. The Well Agreement contains further provisions

for the handling and delivery of water from the three wells via ICE's water

system, and sets forth the duties and responsibilities of each party, including

provisions for TR Golf to pay for maintenance and repair of a portion of ICE's

water system as compensation for the use of the system for delivery of water to the

golf course. A copy of the Well Agreement is attached as Supplemental Rebuttal

Exhibit l

16 Q. PLEASE EXPLAIN THE AMOUNT OF COMPENSATION PROVIDED

UNDER THE WELL AGREEMENT TO ICE DURING THE TEST YEAR

18 The total compensation provided to ICE in the Test Year was $62,488. This

amount is made up of $46,944 of recorded reimbursement revenues, $4,129 of

wheeling charges for golf course water and construction water, and $11,415 of

purchased power costs paid for by the TR Golf and Harvard but attributed to ICE

customers

23

A.

Q- PLEASE EXPLAIN THE $11,415

ATTRIBUTED TO ICE CUSTOMERS?

OF PURCHASED POWER



1

2

3

DUring the  Te s t Ye a r, Go lf a nd  Ha za rd  incu rre d  a nd  pa id  $79 ,491  o f

purchased power for the  three  we lls  in the  we ll fie ld (Production Wells Nos . 1, 2,

a nd 3), the  Ta lking Rock Ra nch pump s ta tion, a nd the  Double  Adobe  pump

sta tion. ICE wa s  not bille d by the  golf cours e  for its  s ha re  of the  powe r cos ts

tota ling $11,415. More  importantly, it was  not included in ope ra ting expenses  for

computing the  requirement in the  ins tant case . For my ana lys is  and cos t of se rvice

s tudy purpos e s , howe ve r, purcha s e d powe r cos ts  a ttribute d to ICE cus tome rs

should be  reflected

9 Q. HO W DID YO U CO MP UTE THE P O WER CO S TS  ATTRIBUTED TO  ICE

CUS TOMERS ?

A.

A First, I computed the power cost per 1,000 gallons by taking the total power costs

for the well field and the Talking Rock Ranch pump station and divided it by the

total number of gallons pumped from the well field. Since the Double Adobe

pump station is only used to pump water for delivery to ICE's residential

customers and not the golf course, the power costs of the Double Adobe pump

station are initially excluded from this calculation. Next, having computed power

cost per 1,000 gallons, I computed the power costs attributed to ICE customers by

multiplying the cost rate computed in the first step to the gallons delivered to ICE

customers. I then take this amount and add the entire power costs of the Double

Adobe pump station in order to get the total amount of power costs attributable to

ICE customers

I have computed ICE's share of the power costs on proforma schedule C-2

page 3, attached at Supplemental Rebuttal Exhibit 2, following the description

provided above. The ICE share of the power costs for the well field and the

Talking Rock Ranch pump station totals $4,644. The power costs for the Double



Adobe pump station ~tota  $6,771. Together, the total power costs  a ttributed to

ICE customers is $11,415.

1

2

3 Q.

4

5

6

7  A.

8

9

10

11

12

13

14

15

16

17

18

HAVE YOU CONS IDERED THE ANNUALIZED GALLONS  FROM ICE

CUS TOMERS  ON THE TALKING ROCK RANCH S YS TEM AS  YOU DID

IN COMP UTING THE ANNUALIZED P OWER COS TS  IN THE INS TANT

CAS E?

No. Te chnica lly, the  ICE s ha re  of the  powe r cos ts  would be  highe r tha n the

amount I computed, but, I do not have  da ta  to be  able  to compute  the  annua lized

ga llons  for the  Ta lking Rock Ranch sys tem separa te ly. To some  e xte nt, the  ICE

sha re  of the  power cos ts  is  unde rs ta ted. Howeve r, I be lieve  the  impact would be

small and would not mate ria lly a ffect my revenue  requirement ana lys is  and cos t of

s e rvice  s tudy. Th e  to ta l a d d itio n a l q u a n tity o f wa te r fro m th e  re ve n u e

a nnua liza tion in the  ins ta nt ca s e  is  a pproxima te ly 1.6 million ga llons . The

Ta lking Rock Ranch sys tem has  approxima te ly one -third of the  cus tomers  on the

entire  sys tem. If you a ssume  tha t one -third of the  annua lized ga llons , or 528,000

ga llons  (1.6 million ga llons  time s  33 pe rce nt), is  a ttribute d to the  Ta lking 'Rock

Ra nch s ys te m a nd us ing the  compute d powe r cos t ra te  pe r 1,000 ga llons , or

$0.4885, as  shown on proforma schedule  C-2, page 2, the  estimated additional cost

would be  a pproxima te ly $257 (528,000 ga llons  divide d by 1,000 time s  $3.4885

power cos t ra te )

21

22 A.

Q- Ho w DID YOU COMP UTE THE WHEELING CHARGE REVENUES ?

The  whe e ling cha rge  is  e qua l to the  tota l a cre  fe e t of wa te r de live re d to the  golf

course  (383.89 acre  fee t), plus  the  tota l amount of construction water (44 acre  fee t)

on the  Ta lking Rock Ra nch s ys te m time s  the $11.35 pe r a cre  foot whe e ling

charged during the  Test Year



DO YOU HAVE A SCHEDULE SHOWING THE GALLONS PUMPED

AND DELIVERED FROM THE WELL FIELD (THE THREE TALKING

ROCK RANCH WELLS) DURING THE TEST YEAR?

1 Q.

2

3

4  A.

5

6

7

8

9

10

11

12 Q.

Atta che d a s S upple me nta l Re butta l Exhib it 3 is  a  s umma ry o f the  wa te r pumpe d

a nd de live re d during the  Te s t Ye a r.

g a llo n s  o f wa te r wa s  d e live re d  to  th e  g o lf co u rs e  d u rin g  th e  Te s t Ye a r.  Of th a t

a mo u n t,  a p p ro xima te ly 5 1  millio n  g a llo n s  wa s  s u p p lie d  b y th e  ICE  o wn e d  we ll

(P roduc tion  We ll No . 3 ).  The re  wa s  a pp roxima te ly 9 .5  million  ga llons  de live re d

to  ICE cus tome rs  a nd una ccounte d wa te r wa s  a pproxima te ly 14.3  million  ga llons .

Cons truction wa te r ha s  not be e n me te re d in  the  pa s t, including the  Te s t Ye a r. S o,

the  As s ocia tion ha s  a s s ume d tha t a ll una ccounte d wa te r is  cons truction wa te r.

As  you will find, a pproxima te ly 125 million

HOW WAS THE QUANTITY OF WATER DELIVERED TO THE GOLF

COURSE DETERMINED?

14 A The  wa te r is  de live re d  to  the  go lf cours e  th rough  a  6  inch  me te r which  p rovide s

for the  me a s ure me nt of the  qua ntity of wa te r

16 Q. HOW IS THE QUANTITY OF WATER ATTRIBUTED TO THE

TALKING ROCK RANCH ICE CUSTOMERS COMPUTED?

18 A. By s u b tra c tin g  b o th  th e  q u a n tity o f wa te r d e live re d  to  th e  g o lf co u rs e  a n d  th e

una ccoun te d  qua n tity o f wa te r from the  to ta l qua n tity o f wa te r pumpe d  from the

we ll fie ld .  Fo r th e  te s t ye a r a n d  b a s e d  o n S upple me nta l Re butta l Exhib it 3 (the

s umma ry of wa te r pumpe d a nd de live re d), the  computa tion is  a s  follows

Tota l Ga llons  P umpe d 148,687,000 ga llons

LeSs

Ga llons  De live re d to  Golf Cours e

Una ccounte d Wa te r

125,026,000 ga llons

14,334,700 ga llons



Water Attributed to ICE CUstomers 9,506,300 gallons

Q- DO YOU HAVE AN OPINION REGARDING THE TREATMENT OF

UNACCOUNTED WATER AS CONSTRUCTION WATER?

1
2
3
4 A.
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

Yes . In my opinion, the  una ccounte d wa te r is  not a ll cons truction wa te r. I

be lie ve  tha t cons truction wa te r is  a  fra ction of the  una ccounte d wa te r. The

cus tomer growth on the  sys tem was  le ss  than 25 cus tomers  during the  Tes t Year,

so it is  unrea lis tic tha t 14,334,700 ga llons  of cons truction wa te r was  used during

the  TestYe a r. Water loss  is  present on a ll water systems and can s tem from water

le a ks , pe riodic flus hing of the  wa te r s ys te m, a nd the ft, which unfortuna te ly ha s

occurred on this  water sys tem. In my experience , water loss  genera lly ranges  from

5 to 10 pe rce nt. In fa ct, the  Arizona  Corpora tion Commis s ion ("Commis s ion")

Engine e ring S ta ff a cce pts  wa te r los s  of 10 pe rce nt or le s s . Ba s e d on the  Te s t

Ye a r, a nd a s s uming a ll of the  una ccounte d wa te r wa s  wa te r los s  ra the r tha n

cons truction wa te r, the  wa te r los s  would ha ve  be e n a pproxima te ly 9.6 pe rce nt

(l4 ,334 ,700  ga llons  d ivide d  by 148 ,867 ,000  ga llons  pumpe d) we ll with in

acceptable ranges.

The  point of my comme nts  is  tha t cons truction wa te r qua ntitie s  a re  like ly

ove rs ta ted, ye t for the  Tes t Yea r and for purposes  of the  cos t of se rvice  s tudy a ll

unaccounted water is  trea ted as  construction water.

Q- WHAT HAS THE ASSOCIATION DONE TO HELP DISTINGUISH

BETWEEN CONSTRUCTION WATER AND WATER LOSS?

22 A. In the  pas t year, the  member-owned Associa tion has  purchased hydrant meters  for

me a s uring de live ry of cons truction wa te r. I s hould note  the  As s ocia tion ha s

inborned me tha t s ince  the  downturn in the  rea l es ta te  marke t there  has  been very

little  new cons truction activity

J



COST OF SERVICE STUDY

WHAT IS  A COST OF SERVICE STUDY?

1  Iv .

2  Q .

3  A.

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

A cos t of se rvice  s tudy is  an ana lys is  of the  adequacy of water revenues  and

revenue requirements to be met by the various classes of customers under both

existing and proposed rates. The s tudy begins  with an allocation of utility plant

and expenses into cost and asset functions which are then allocated to customer

classifications. The study attempts to trace the costs  resulting from meeting the

customers ' service requirements. Idea lly, the  revenues  rece ived from each

customer class should equal the cost of providing service to that customer class.

The cost to provide service includes the operating and maintenance expenses and

the capita l costs . Opera ting and maintenance  expenses  include  the  cos ts  of

operating the system and the costs of maintaining system facilities and equipment.

Capital costs include investment-related cash requirements such as debt service,

contributions to debt service reserves, and capital requirements not financed by

debt. Capital costs also include depreciation expense and either a return on rate

base  (for-profit utilities ) or an opera ting margin (non-profit utilities ) as  well as

incomes taxes and other taxes, if applicable.

Q- WHAT IS  THE P URP OS E OF A COS T OF S ERVICE S TUDY?

A. Typically, the purpose of preparing cost of service study is  to offer guidance in

setting rates  to be charged for utility service. The basic premise in establishing

rates for the various classes of customers that are both adequate and equitable is

that rates should reflect the cost of providing utility service. Generally, regulators

should set rates based on the cost of service. Put simply, this assures that the cost

of providing service is allocated equitably among customers and customer classes

Cost-based rates also send an appropriate price signal to customers because the



1

2

3

4

5

6

7

a mount pa id for s e rvice  a pproxima te s  the  cos t to provide  the  s e rvice . In othe r

words, subsidies  between customers are  minimized.

There  a re  many factors  a t play when ra tes  a re  se t which may result in ra tes

which are  not adequate  and/or equitable  between the  various classes  of customers.

Non-e conomic fa ctors  ma y be  a t pla y whe n ra te s  a re  s e t. For e xa mple , the

regula tory body may favor subs idizing one  cla s s  of cus tomer by shifting cos ts  to

othe r cla s se s  of cus tome rs , or shifting re ve nue s  within one  cla s s  of cus tome r to

8 s ubs idize  me mbe rs  within tha t cla s s . Life line  or dis counte d ra te s , which a re

sometimes used to ass is t low-income customers  in areas with high utility cos ts , a re

prime  e xa mple s  of s ubs idiza tion of a  cla s s  of cus tome rs  by othe r cus tome rs . If

poss ible , Life line  or discounted ra te s  should not apply to a  whole  cus tomer cla ss

If Life line  or d is counte d  ra te s are needed, they should be offered only to

cus tom e rs  m e e ting  s om e  incom e  te s t

Anothe r e xa mple  is  ra te  de s igns  inte nde d to e ncoura ge  cons e rva tion

Conse rva tion-based ra te s  devia te  from cos t-of-se rvice  principle s  because  la rge r

wa te r use rs  pa y more  tha n the ir cos t of s e rvice . Inve rte d-tie r ra te s  shift re ve nue

re cove ry into the  uppe r ra te  blocks  in orde r to s e nd a  price  s igna l to cus tome rs

re ga rdle s s  of the  cos t to s e rve  those  cus tome rs . This  ma y be  a  de s ira ble  socia l

policy, but these  ra tes  may a lso be  regarded as  unfa ir and discrimina tory by la rger

water users  on economic grounds

Thus , public policy ma y ha ve  a  s ignifica nt impa ct on ra te  de s ign. The

Commiss ion should consider the  impact tha t these  sorts  of a lte rna tive  ra te  des igns

have  on other cus tomers , and the  degree  tha t such approaches  devia te  from cos t

based ra tes , which may result in inequities  and, in extreme cases , cause  customers

to deve lop a lte rna tives  to se rvice  from the  utility provider

10



DID1 Q.

2

3  A.

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19 Q.

20 A.

No. Cost of service s tudies  are  costly to prepare and as  a  result they are not

typica lly pre pa re d for non-profit, s ma ll wa te r utilitie s  like  ICE. For la rger

utilities, cost of service studies may or may not be prepared depending on Whether

there is a compelling need to do so, such as a significant change in the rate design.

In the absence of a cost of service study, rates are set using general rate design

principles  in conjunction with the general ra te  design objectives  and policies  of

regulators. Under these conditions the rate design may or may not reflect the cost

of service  for the  various  classes  of cus tomers . Based upon the  assertions  of

Intervenor Taylor, however, the Association felt compelled to prepare a  cost of

service study in order to refute his contention that the residential customers were

s ubs idizing the  golf cours e  a nd to de mons tra te  tha t from a  cos t of s e rvice

standpoint, rate payers are not disadvantaged by the Well Agreement. The cost of

service study is attached hereto as Supplemental Rebuttal Exhibit 4.

I should a lso note  tha t despite  the  additiona l cos ts  incurred by ICE in

respoNding to Mr. Taylor's  assertions, ICE has not yet requested additional rate

case expense.

YOU P REVIOUS LY P REP ARE A COS T OF S ERVICES TUDY AND

S UBMIT IT WITH THE AS S OCIATION'S  ORIGINAL AP P LICATION?

HOW IS YOUR COST OF SERVICE STUDY ORGANIZED?

The standard filing requirements call for Schedules G-1 through G-7. I have also

included Schedules G-8, G-9, and G-10. These schedules show cost based rate

designs which I will explain later in my testimony

G Schedules  with higher numbers , i.e . 5, 6 and 7 conta in the  a llocation

factors  and actua l a lloca tions  to functions . These  functions  are  then carried

11



forwa rd to the  summa ry G sche dule s  l, 2, 3 a nd 4,.which a lloca te  e xpe nse s  a nd

plant (by function) to classes  of cus tomers  (by meter s ize).

I will s ta rt my a na lys is  us ing Sche dule  G-7 a nd e nd with Sche dule s  G-2

and G-1. I will then describe  Schedules  G-8 and G-9.

WHAT IS A F UNCTION?

1

2

3

4

5  Q .

6  A.

7

8

9

10~

11

12

13

14

15

16

17

18

19

20

Functions  re fe r to  the  pla nt a nd the  e xpe ns e s  ne e de d to  ge t the  wa te r (the

commodity) from the  s ource  (we ll o r s urfa ce  wa te r) to  the  cus tome r. The

functions  are  commodity, demand, customer, meter, and service .

Commodity re fe rs  to the  actua l volume  of wa te r de live red. The  commodity

function is  us e d to de rive  the  commodity ra te  or the  ra te  cha rge d pe r unit of

measurement, i.e ., 1,000 ga llons  of water. Demand re fe rs  to how the  water sys tem

is  s ized to de live r the  wa te r, which is  normally de te rmined by tota l cus tomers  and

fire  flow requirements . Hence , the  sys tem is  built to be  able  to de live r wa te r (the

commodity) to customers , as  well as  the  demand placed on the  water sys tem when

wate r is  used to conta in or fight a  fire .

Cus tome r, s e rvice , a nd me te r functions  a re  a ls o us e d to  de ve lop the

monthly minimum charged to each cla ss  of cus tomer. The  full cos t of the  demand

function s hould a ls o be  include d in the  monthly minimum cha rge . Howe ve r, the

pra ctice  of Commis s ion S ta ff ha s  be e n to  a lloca te  a  portion  of the  de ma nd

function to both the  commodity ra te  and to the  monthly minimum charge .

Demand. cus tomer, se rvice  and me te r functions  re fe r to the  de live ry of the

wa te r from the  As s ocia tion's  we lls , s urfa ce  s ource s  or re s e rvoirs  through the

tra ns mis s ion a nd dis tribution ma ins  to the  individua l cus tome r's  pre mis e s . The

cos ts  associa ted with demand, cus tomer, se rvice  and meter functions  a re  incurred

12



1

2

3

4

whe the r the  ONs tome r us e s  1,000 ga llons  or 1,000,000 ga llons  of wa te r e a ch

month.

Fire  prote ction a s s e ts  (e .g., hydra nts ) a nd e xpe ns e s  a s s ocia te d with fire

prote ction, including de pre cia tion, s hould be  a lloca te d to the  cus tome r function

because  fire  protection gene ra lly bene fits  a ll cus tomers  on the  sys tem. This  ha s

been the  Commiss ion's  policy with regard to fire  protection cos ts .

WHAT TYP E  O F  C O S T O F  S E R VIC E  S TUDY DID YO U P R E P AR E  TO

S UP P O R T  T HE  P R O P O S E D R AT E S  AND WO ULD YO U P R O VIDE  A

MO RE DETAILED EXP LANATIO N O F  F UNCTIO NS ?

5

6

7

8 Q-

9

10
11 A.

12

13

14

15

16

17

18

19

20

I us e d the  Commodity / De ma nd Me thod for the  cos t of s e rvice  s tudy. This

me thod norma lly s e pa ra te s  e xpe nse s  a nd a s se ts  into thre e  prima ry functions  or

components : commodity, demand, cus tomer (with furthe r breakdown of cus tomer

costs  and plant into meter and service  line).

Commodity costs  a re  cos ts  tha t tend to vary (change) with the  production or

output of wa te r. The s e  cos ts  would cons is t prima rily of powe r cos ts , che mica ls ,

wate r trea tment, purchased water, and other variable  expenses . Please  note  tha t I

included a  portion of the  demand function into the  commodity function to adhe re

to Commission Staff' s  past practices .

De ma nd cos ts  a re  ca pita l a nd ma inte na nce  cos ts  of fa cilitie s  re la te d to

me e ting the  pe a k de ma nd or pe a k us a ge  re quire me nts . The  pla nt a s s e ts  which

cause  the  bulk of the  demand cost are  transmission and dis tribution mains

Customer cos ts  a re  those  cos ts  re la ted to serving and/or having cus tomers

without re ga rd to the  a mount of wa te r us e d. The s e  cos ts  would include  me te r

re a ding, billing, cus tome r a ccounting a nd colle ction, a nd the  ca pita l cos ts  a nd



1

2

3

4

5

6 A.

7

Q- AFTER COSTS ARE ALLOCATED TO FUNCTIONS, HOW ARE

EXPENSES AND ASSETS THEN ALLOCATED TO THE INDIVIDUAL

CLASSES OF CUSTOMERS?

10 Q. DOES A COST OF SERVICE STUDY PROVIDE DATA TO DETERMINE

HOW THE TIERED RATE DESIGN SHOULD BE SET?

12 A .

15 Q. WOULD YOU PLEASE DESCRIBE AND EXPLAIN THE SCHEDULES

WHICH COMPRISE YOUR COST OF SERVICE STUDY, AND WOULD

YOU DESCRIBE HOW THE VARIOUS FUNCTIONS WERE

DEVELOPED?

19 A .

maintenance costs related to the meterS,se8ice§aHdCustoMer equipmeNt such as

meters, service lines, computers, office furniture, transportation equipment, etc.

Afte r the  e xpe ns e s  a nd a s s e ts  a re  a lloca te d to the  commodity, de ma nd, cus tome r,

s e rvice , a nd  me te r functions , the  va lue s  for the  functions  we re  the n  a lloca te d  to

va rious  cus tome r cla s s e s . Cus tome r c la s s e s  a re  ba s e d  on  me te r s ize s  on  the

s ys te m

No. The cost of service study will provide the cost of the commodity, but it will

not provide  da ta  on whe re  ra te  tie rs  s hould be  s e t. The  tie rs  ra te s  ca n be  ba s e d on

s tudying the  us a ge  by the  cus tome rs

The allocations for the development of the class allocation factors are shown on

Schedule G-7, pages 1 through 3

The commodity allocation is based on the number of gallons of water used

by customers on various sizes of meters, plus the gallons from the revenue

annualization to year end number of customers, divided by the total gallons of

water sold (including gallons from the revenue annualization) during the Test

Year. Thus, if 80,000,000 gallons of water were sold through the 5/8 inch meters



l

2

3

4

out of a  tota l of 100,000,000 ga llons  of wa te r sold by the  wa te r utility, this  me te r

s ize  would be  a lloca ted 80% of the  commodity cos t.

The  demand a lloca tion factor consis ts  of the  number of meters  for each s ize

of me te r on the  sys tem, multiplied by the  equiva lent we ight of each s ize  of me te r.

The  e quiva le nt we ight is  de te rmine d by the  flow ca pa city of e a ch me te r. A 5/8

inch me te r ca n floW 20 ga llons  pe r minute , while  a  6 inch me te r ca n flow 1,000

ga llons  pe r minute . Thus , one  6 inch me te r is  e quiva le nt to a pproxima te ly fifty

5/8 inch me te rs . The  la rge r me te rs  a re  re s ta te d into e quiva le nt 5/8 me te rs  to

de rive  a  monthly me te r cha rge  for the  5/8 inch me te r. The n ba s e d on flow

capacity, monthly minimums a re  deve loped for la rger mete rs .

The  cus tome r a lloca tion fa ctor is  the  numbe r of cus tome rs  on e a ch s ize

me te r. The  a lloca tion is  ba sed on tota l me te rs , not equiva lent me te rs . It cos ts  no

more  to read a  6 inch meter than a  5/8 inch meter, nor does  it cos t more  to issue  a

b ill.

5

6

7

8

9

1 0

13

14

15

16

17

I computed the  me te r a lloca tion factor by multiplying the  number of me te rs

time s  the  mos t re ce nt cos t of ins ta lling a  me te r. (Cos ts  we re  us e d from the

Commiss ion Sta ff Engineering memorandum origina ted by Marlin Scott, J r., da ted

June  30, 2004.) The  dolla r we ighte d va lue  of me te rs  is  the n divide d by the  tota l

compute d  me te r cos t to  de rive  the  me te r a lloca tion  fa c tor to  e a ch  c la s s  of

customer

The  s e rvice  line  a lloca tions  we re  compute d in the  s a me  ma nne r a s  the

mete rs . Tha t is . I used the  va lues  lis ted on the  Commiss ion S ta ff memorandum to

de rive  a  tota l va lue  of the  s e rvice  line s . The  a lloca tion to e a ch s e rvice  line  s ize

wa s  the  re sult of dividing the  dolla r va lue  of the  s e rvice  line s  for e a ch cus tome r

class  by the  tota l dolla r va lue  of the  service  lines

15



G-7, pa ge  2.1 lis ts  the  a lloca tion of e xpe ns e s  for re pa irs  a nd

maintenance  and for contract se rvices  from A Qua lity Wate r, the  outs ide  contract

A Qua lity Wa te r provide s  s e rvice s  for me te r

Schedule

ope ra tor of the  wa te r s ys te m.

reading, water sys tem opera tions , routine  repairs  and maintenance , and regula tory

compliance  work. Alloca tion factors  for repa irs  and maintenance  were  de te rmined

1

2

3

4

5

6

7

8

9

1 0

13

14

15

1 6

17

18

19

2 0

2 1

by examining the  repa irs  and maintenance  expenses  recorded during the  tes t year

and use  of profess ional judgment.

The  de pre cia tion e xpe ns e  a lloca tions  s hown on S che dule  G-6, pa ge  2,

apply the  a llocation factors  shown on Schedule  G-7, page  2, times the  deprecia tion

e xpe nse  for e a ch pla nt a s se t. For the  de ma nd function for We lls , Ma ins , Wa te r

Trea tment Equipment, and Pumping Equipment, I a ssumed an a lloca tion factor of

90 pe rce nt. Te n pe rce nt of pla nt va lue s  a nd re la te d de pre cia tion e xpe ns e  for

We lls ,  Ma ins , Wa te r Tre a tme nt Equipme nt, a nd  P umping  Equipme nt wa s

a lloca ted to the  commodity function.

The  deprecia tion expense  was  computed with the  Associa tion's  proposed

depreciation rates. The proposed depreciation rates are  the same rates as proposed

in the current case and are  based on Commission Staff" s  recommendations in other

rate cases.

The opera tion and maintenance expense a lloca tion to functions

(commodity, demand, cus tomer, se rvice , and me te r) a re  shown on Schedule  G-6,

pa ge  l.

On Schedule  G'5, page  2, I a lloca ted ne t plant ra the r than gross  plant, via

deducting the  accumulated deprecia tion from each plant asset

I de ducte d the  a dva nce s  in a id of cons truction ("AIAC") a nd contributions

in a id of cons truction ("CIAC") from the  pla nt ba la nce s  norma lly fina nce d with



1

2 a lloca ted the  AIAC and CIAC to both the  demand and commodity functions  to be

3 cons is te nt with my a lloca tion of the  tra ns mis s ion a nd dis tribution ma ins . The

allocations are  shown on Schedule  G-5, page 2.4

5 The n I compute d  ra te  ba s e s  for e a ch  function  (commodity, de ma nd,

6

7

8

9

1 0

11

12

13

14

cus tomer, se rvice  and mete r). The  ra te  bases  by function a re  shown on Schedule

G-5, page  1. Ra te  base  is  not a  factor in de te rmining the  revenue  requirement for

non-profit utilitie s  like  ICE.

S che dule  G-4 a lloca te s  the  commodity, de ma nd, cus tome r, s e rvice  a nd

meter expenses  to meter s izes  us ing the  a lloca tion factors  deve loped on Schedule

G-7, page  3.

Schedule  G-3 a lloca te s  the  ra te  ba se s  for commodity, demand, cus tomer,

service , and meter to customer classes , which are  meter s izes . Again, ra te  .base  is

not a  fa ctor in de te rmining the  re ve nue  re quire me nt for non-profit utilitie s  like

15 ICE.

1 6

17

18

19

20

Schedules  G-1 and G-2 de rive  the  ope ra ting margins  by cus tomer cla sses

(me te r s ize s ) a t pre sent and proposed ra te s  re spective ly. The  ope ra ting margins

a re  compute d  by d ivid ing  the  ope ra ting  income  for e a ch  me te r s ize  by the

revenues provided through ra tes  for tha t meter s ize .

Property taxes  a re  a lloca ted based on revenue , as  this  revenue  is  the  main

factor in the  method used by the  Arizona  Department of Revenue  to de te rmine  the

full ca sh va lue  of the  utility

Income Taxes are  a llocated based on taxable  income on Schedules  G-1 and

G-2. I should note  tha t for non-profit utilitie s , the  only income  ta x is  the  re quire d

filing fee . Income taxes  have  little  impact on the  cos t of se rvice  as  a  result



1 Q. WHAT CONSIDERATIONS HAVE YOU MADE IN THE STUDY?

2 A.

3

4

5

6

7

8

9

10

1 1

1 2

13

1 4

15

1 6

17

The re  a re  a  numbe r of s pe cia l cons ide ra tions .

Firs t,  fo r pu rpos e s  o f th is  s tudy, a nd  be ca us e  the  go lf cours e  is  p rovide d

s e rvice  th rough  a  6  inch  me te r, the  go lf cours e  is  inc lude d  in  the  cos t o f s e rvice

s tu d y a s  if it wa s  a  6  in ch  me te re d  cu s to me r.  As  Mr.  Bu s ch  h a s  te s tifie d  in  h is

S u p p le m e n ta l R e b u tta l Te s tim o n y,  th e  g o lf c o u rs e  is  n o t a  c u s to m e r o f th e

As s ocia tion .

S e cond, to  de ve lop  the  commodity a lloca tion  fa ctors  I us e d  a pproxima te ly

1 3 9 .3  millio n  g a llo n s  fo r th e  g o lf co u rs e  6  in ch  me te r. Th is  q u a n tity o f wa te r

re pre s e n ts  the  qua n tity o f wa te r de live re d  to  the  go lf cours e  (a pproxima te ly 125

million  ga llons ) p lus  the  una ccoun te d  wa te r (a pproxima te ly 14 .3  million  ga llons )

ob ta ine d  from a ll th re e  we lls  on  the  Ta lking  Rock Ra nch  s ide  o f the  s ys te m. In

re a lity, only 51 million ga llons  wa s  de live re d through the  s ys te m to the  golf cours e

fro m  As s o c ia tio n  o wn e d  we ll (P ro d u c tio n  W e ll No .  3 ). I u s e d  a p p ro xima te ly

1 3 9 .3  millio n  g a llo n s  fo r th e  g o lf c o u rs e  b e c a u s e  c h a rg e s  to  th e  g o lf c o u rs e

include  a  whe e ling  cha rge  fo r the  us e  o f the  ICE ma ins  to  tra ns port wa te r to  the

golf cours e  a nd for cons truction wa te r.

Th ird ,  fo r pu rpos e s  o f the  cos t o f s e rvice  s tudy, $11 ,415  o f powe r cos ts

pa id  for by the  golf cours e  tha t a re  a ttributa ble  to  ICE's  cus tome rs  a re  include d in

ope ra ting e xpe ns e s  a nd a lloca te d to  me te r s ize s  othe r tha n the  golf cours e  6  inch

me te r

Fourth, $11,415 of powe r cos ts  pa id by the  golf cours e  tha t a re  a ttributa ble

to ICE cus tome rs  a re  include d in re ve nue s  from the  golf cours e  6 inch me te r

Fifth , a ll purcha s e d  powe r cos ts  in  the  s tudy ha ve  be e n  a lloca te d  to  the  2

inch  a nd  s ma lle r me te rs  a s  none  o f the  powe r cos ts  in  ope ra ting  e xpe ns e s  a re

1 8

.r



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20 Q.

21

22 A.

23

cours e  pa ys  a ll the  powe r cos ts  on the  Ta lking Rock Ra nch s ide  of the  s ys te m

including some  cos ts  a ttributable  to ICE cus tomers . The  power cos ts  recorded on

ICE's  books  during the  Tes t Year a re  a ttributed to ICE cus tomers  only and not the

golf cours e . Tota l purcha s e d powe r in the  s tudy tota ls  $27,654, which include s

$16,239 recorded on the  ICE books  during the  Test Year plus  the  $11,415 pa id for

by the  golf course .

Sixth, an a ttempt was  made  in this  s tudy to account for and a lloca te  to the

golf course  6 inch me te r cos t of s e rvice  for the  pote ntia l ove r s izing of the  wa te r

sys te m to a llow ICE to de live r la rge  volume s  of wa te r to the  golf course . It is  not

c le a r whe the r o r no t a ny ove r s iz ing  wa s  a c tua lly ma de  to  the  s ys te m to

accommoda te  the  de live ry of wa te r to the  golf course . The  Ta lking Rock Ranch

tra nsmis s ion ma ins  we re  de s igne d to de live r wa te r to cus tome rs  a t full build-out

which ma y ha ve  re quire d the  s ize  ma ins  pre s e ntly ins ta lle d. Neverthe less , tO

a ddre s s  pote ntia l criticis m of the  s tudy due  to e xclus ion of ove r s izing impa cts ,

the y we re  include d. The  pote ntia l incre me nta l pla nt cos t wa s  e s tima te d to be

$158,395. This  cos t is  the  increment cos t of increas ing the  transmiss ion main s ize

from 10. inch .to 12 inch. The  deprecia tion impact for ove r s izing is  $3,168 and

this  cos t is  a lloca ted entire ly to the  golf course  6 inch meter cos t of se rvice .

As  shown onSchedule  G-1, the  ope ra ting margins  va ry subs tantia lly be tween the

va rious  me te r s ize s  a t pre s e nt ra te s . The  golf cours e  6 inch me te r provide s  the

highe s t ope ra ting ma rgins  a t pre se nt ra te s  a t 38.68 pe rce nt. The  5/8 inch me te r

s ize  provide s  the  lowe s t ope ra ting ma rgin a t pre s e nt ra te s  a t a nega tive 35.81

WHAT  IS  T HE  R ANG E  O F  T HE  O P E R AT ING  MAR G INS  F O R  T HE

VARIOUS  METER S IZES  AT P RES ENT RATES ?



1

2

percent. The  5/8 inch me te r s ize  is  se rving 'HR hT tliie is tome rs  a n the  s jis te m

while  a t the  s a me  time  providing the  lowe s t ope ra ting ma rgin - e ve n one  tha t is

3 s ignificantly nega tive .

4 Q- WHAT  IS  T HE  O P E R AT ING  MAR G IN F O R  T HE  VAR IO US .  ME T E R

5 S IZES  AT P ROP OS ED RATES ?

6 A.

1 0

As  s hown on Sche dule  G-2, the  ope ra ting ma rgins  a t propos e d ra te s  a ls o va ry

subs tantia lly be tween the  va rious  me te r s ize s The  golf cours e  6 inch me te r

provide s  the  highe s t ope ra ting ma rgin a t 40.24 pe rce nt. The  5/8 inch me te r s ize

provides  the  lowes t opera ting margin a t present ra tes  a t 1.68 percent. Even under

proposed ra tes , the  5/8 inch meter s ize  provides  the  lowest opera ting margin

11 Q- WHAT DOES  THE COS T OF S ERVICE S TUDY INDICATE?

12 A.

1 3

The 5/8 meter s ize  is  be ing subsidized by the  2 inch meter s ize  and the  golf course

6 inch me te r. If the  goa l of the  proposed ra te  des ign is  to achieve  an ove ra ll 14.5

pe rce nt ope ra ting ma rgin a nd the  5/8 inch me te r s ize  provide s  for only 1.68

pe rce nt ope ra ting ma rgin, the n the  5/8 inch me te r cla s s  is  not pa ying its  "fa ir

sha re " of the  cos t of s e rvice The  de ficit in the  re ve nue s  provide s  by 5/8 inch

me te r s ize  is  be ing ma de  up by the  2 inch me te r s ize  a nd the  golf course  6 inch

whose  ope ra ting ma rgins  a re  fa r gre a te r tha n the  ove ra ll 14.5 pe rce nt ope ra ting

margin a t 36.03 percent and 40.24 percent, respectively

More  importantly, the  ove ra ll ope ra ting margin a t proposed ra te s  provided

by me te r s ize s  othe r than the  golf course  6 inch me te r is  9.13 pe rcent - le s s  than

the  14.5 percent opera ting margin.

40.24 percent, the  overa ll opera ting margin would not be  achieved

Without the  golf course  6 inch me te r, with a



~A 14.5 PERCENT OPERAT1NC MARGINWHY DO

WHEN, IN THE INSTANT CASE, THE OPERATING MARGIN USED TO

COMPUTE THE REVENUE REQUIREMENT IS 15 PERCENT?

YOU REFER TO

The  overa ll opera ting margin in the  cos t of se rvice  s tudy a t proposed ra tes  is  14.5

pe rce nt due  prima rily to the  inclus ion of powe r cos ts  of $11,415 in ope ra ting

expenses  and in revenues . The  ne t e ffe ct on ope ra ting income  is  ze ro but the

ope ra ting ma rgin is  s ke we d be ca us e  tota l re ve nue s  a re  highe r. You will find on

the  G-2  s che du le  tha t the  to ta l ope ra ting  income  of $53 ,489  ma tche s  the

As s ocia tion's  re joinde r s che dule  C-1 ope ra ting income  of $53,489 a t propos e d

ra tes . P ut s imply, we  a re  dividing the  ope ra ting income  by a  highe r re ve nue

number so the  opera ting margin is  lower but the  opera ting income in dolla rs  is  the

same.

1 Q.

2

3

4  A.

5

6

7

8

9

10

11

12

13 Q.

14

15

16 A.

17

18

19

20

21

22

23

IF THE COST OF OVER SIZING THE MAINS WERE DOUBLED OR

EVEN TRIPLED, WOULD THE INDICATIONS OF THE COST OF

SERVICE STUDY AND YOUR CONCLUSIONS CHANGE?

No. If the  pla nt cos ts  for ove r s izing we re  triple d to $475,185 ($158,395 time s  3)

the  deprecia tion impact would triple  to $9,504 ($3,168 times  3). The  golf course

6 inch me te r would s till provide  a  much highe r ope ra ting ma rgin tha n the  5/8

me te r a t pre s e nt a nd propos e d ra te s . In fa ct, the  ope ra ting ma rgin for the  golf

course  6 inch me te r a t pre se nt a nd propose d ra te s  would be  30.30 pe rce nt a nd

3 l .98 percent, respectively. Compare  this  to the  opera ting margins  shown in the

cos t of s e rvice  s tudy of 38.68 pe rce nt a nd 40.24 pe rce nt, re s pe ctive ly. The  5/8

inch me te r would s till be  subs idize d by the  golf course  e ve n though the  5/8 inch

me te r ope ra ting ma rgin would improve  to  a nega tive 33.37 pe rce nt a nd 3.44

percent under present and proposed rates, respectively

1



1 Q.

2

3 A.

4

DID YOU P REP ARE S CHEDULES  S HOWING RATE DES IGNS  BAS ED'

ON THE COST OF SERVICE STUDY?

WOULD YOU P LEAS E DIS CUS S  S CHEDULE G-8?

Yes . Cos t based monthly minimums and commodity ra tes  a re  shown

Schedules  G-8 and G-9. Schedule  G-8 shows cost based ra tes  for ICE customers

e xclus ive  of the  golf course , while  Sche dule  G-9 shows  cos t ba se d ra te s  for the

golf course  a s suming the  golf course  is  a  cus tomer. Howeve r, a s  I s ta ted ea rlie r,

Mr. Busch has  te s tified tha t the  golf course  is  not a  cus tomer, so Schedule  G-9 is

for demonstra tive  purposes  only.

It is  important to note  tha t the  combined ra te  des igns  will a chieve  the  ove r

a ll 14.5 pe rce nt ope ra ting ma rgin. The  ra te  de s ign on S che dule  G-8 (for ICE

cus tomers ) will achieve  a  9.18 pe rcent opera ting margin, while  the  ra te  des ign on

Sche dule  G-9 (for the  golf cours e  a nd cons truction wa te r) will a chie ve  a  40.24

percent opera ting margin.

5

6

7

8

9

10

11

12

13

14 Q.

15 A.

16

Schedule  G-8 computes  the  cost based monthly minimums for each meter s ize  and

the  commodity ra te s . The  golf cours e  cos t of s e rvice  is  e xclude d from the

computa tion a s  I ha ve  compute d cos t ba s e d monthly minimums  a nd commodity

ra tes  for the  golf course  separa te ly on Schedule  G-9 which I will discuss  la te r. On

Schedule  G-8, in the  monthly minimums  for e ach s ize  me te r, I have  included the

demand re la ted expenses  and capita l cos ts . The  compute d monthly minimum

gives  guidance  on the  ra te s  tha t should be  cha rged rega rdless  of cus tomer wa te r

usage. The  proposed ra tes  in the ins tant case  as  to monthly minimum charges  on

the  H-3 s che dule  a re  notice a bly be low wha t the  compute d monthly minimums

shown on Schedule G-8, page 3

The  compute d  commodity ra te  is  s ubs ta n tia lly be low the  p ropos e d



WHAT IS THE MONTHLY MINIMUM FOR A CUSTOMER ON A 5/8

INCH METER THAT YOU COMPUTED IN YOUR COST OF SERVICE

HOW DOES THE COMPUTED MONTHLY MINIMUM CHARGE

COMPARE TO THE ASSOCIATION'S PROPOSED MONTHLY

MINIMUM?

1

2

3

4

5  Q.

6

7

8  A.

9

10

11 Q.

12

13

14 A.

15

16

17

18 Q.

19

20

21 A.

commodity rate (and tor that matter, Béfow the present commodity rates) the

first tier (compare to the proposed commodity rates shown on the Associatlon's

Rebuttal Schedule H-3). The disparity (computed cost vs. proposed rates)

continues as you compare the proposed rates using tier two or three tier rates.

STUDY?

The monthly minimum, with no water in that minimum, should be $53.00 when

you include the allocations for expenses and plant for the function of demand,

customer, meter and service line.

The proposed monthly minimum for a 5/8 inch meter is $26.20, or approximately

49 percent of the computed monthly minimum of $53.00 as shown on Schedule G-

8, page 3. Thus, the proposed monthly minimum does not reflect the actual cost

for the monthly minimum.

The computed commodity rate is $1.13 per 1,000 gallons of water from the cost of

service study (Schedule G-8, page 3)

WHAT IS THE COMPUTED COMMODITY CHARGE, WITHOUT

REGARD TO TIERS, THAT WOULD BE DERIVED FROM YOUR COST

OF SERVICE STUDY?

23 HOW DOES THE COMPUTED COMMODITY RATE COMPARE TO

THE ASSOCIATION PRESENT AND PROPOSED ~co1v1MoD1Ty

RATES?



1 A.
2

3

4

5

6

7

8

9 Q.

10

11

12

13 A.

14

15

The  pre sent Commodira te  be ing cha rged is  $2.80 pe gG8G̀ ga Ilons TThis  -me ts

approximate ly 2.5 times  what it cos ts  to produce  the  water.

The  As s ocia tion 's  propos e d commodity ra te s  a re  $2.984 for tie r one ,

$3.384 for the  tie r two, a nd $4.454 for tie r thre e  for the  5/8 inch me te r. The

proposed second tie r ra te s  a re  nea rly 3 times  the  cos t to produce  the  wa te r while

the  proposed third tie r ra te  is  nea rly 4 times  the  cos t to produce  the  wa te r. Thus ,

the  proposed second tie r and third tie r commodity ra tes  a re  vas tly overs ta ted when

compared to the  cost to produce the  water.

Yes . The  risk is  quite  subs tantia l. Inve rted multi-tie r ra te s  des igns  a s  proposed in

this  case  encourage  conse rva tion. If conse rva tion is  actua lly achieved, usage  will

de cline  a nd it will ca us e  a  s ubs ta ntia l s hortfa ll in the  re ve nue s  the  As s ocia tion

colle cts . Tha t me a ns  tha t it will be  impos s ible  to a ctua lly a chie ve  the  re que s te d

DO E S  THE  F AC T THAT THE  AS S O C IATIO N WILL B E  C O LLE C TING

MO NT HL Y MINIMUMS  S UB S T ANT IAL L Y B E L O W T HE  MO NT HL Y

MIN IMU M COS T AND C O MMO DIT Y RATES S UBS TANTIALLY

ABOVE THE COMMODITY COS T ADD RIS K TO THE AS S OCIATION?

opera ting margin

18 Q.

19 A.

COULD YOU ILLUS TRATE THE ABOVE ANS WER?

Yes . Schedule  G-10 illus tra tes  wha t happens  when conserva tion is  achieved. The

ope ra ting ma rgin is  s hown ba s e d on a  5/8  inch me te re d cus tome r. I h a ve

constructed the  illus tra tion showing the  profit or loss  tha t is  achieved a t increments

of 1,000 ga llons  through 100,000 ga llons  of monthly usage . The  cross  ove r point

go ing  from a  los s  to  a  p rofit is  be twe e n  10 ,000  a nd  12 ,000  ga llons  a nd  is

s ubs ta ntia lly a bove  the  a ve ra ge  us a ge  for the  5/8 inch me te r cus tome r cla s s  of

a pproxima te ly 7,100 ga llons . By pricing the  monthly minimum s ubs ta ntia lly



1

2

3
4

5

6 Q. THE ASSOCIATION CURRENTLY HAS A SINGLE TIER RATE

DESIGN. IS MOVING FROM A SINGLE TIER DESIGN TO A TWO OR

THREE TIER DESIGN THE RISK YOU REFER TO?

9 A.

14 Q. WHAT HAPPENS WHEN THE MONTHLY MINIMUMS AND

COMMODITY RATES ARE NOT PRICED AT COST?

16 A.

20 Q.

below costahd the commodity rate substantially above cost, the Association will

under cam if water sales drop. Conversely, if water sales increase, there is the

potential to over earn. Although in this particular case, since the average usage is

well below the break-even point, the potential to over earn is less likely than the

potential to under earn.

Yes. with the proposed rate design, the monthly minimum is being substantially

subsidized by the commodity rate. In other words, the Association must recover

large amount of fixed costs, through sales of water, which can vary based on

weather, or conservation efforts. Any conservation by customers will substantially

impact the Association's net income

Two things can happen. If customers don't conserve and usage increases rather

than decreases, the Association will over earn. If customers conserve, or just use

less water due to more rainfall, the Association will under earn. If usage changes

substantially, either up or down, the impacts I just referred to will be magnified

Yes, but to a far lower extent

BUT EVEN IF THE MONTHLY MINIMUMS AND COMMODITY RATES

ARE PRICED AT COST, WOULDN'T THE ASSOCIATION STILL OVER

OR UNDER EARN IF CUSTOMERS USE MORE OR LESS WATER

THAN WAS USED TO IN THE TEST YEAR?

24

25

A.

25



WHAT woULd BE A SINGLE TIER RATE DESIGN FOR ICE

CUSTOMERS ASSUMING APPROXIMATELY THE SAME LEVEL OF

REVENUES WERE RECOVERED THROUGH THE MONTHLY

MINIMUM AS PROVIDED BY THE ASSOCIATION'S PROPOSED

MONTHLY MINIMUMS?

1 Q.

2

3

4

5

6 A.

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

On Sche dule  G-8, pa ge  4, I s e t forth a  computa tion of a  s ingle  tie r ra te  de s ign.

The  ra te  de s ign a s s ume s  ra te s  cha rge d a  ra te  s ufficie nt to  re cove r the  ICE

cus tomers  cos t of se rvice  which would include  the  9.18 pe rcent opera ting margin.

As  shown, the  5/8 inch month minimum would be  $26.78 and the  commodity ra te

$4,158. My computa tion conte mpla te s  45 pe rce nt of the  de ma nd cos ts  a nd 45

percent of the  customer, service  and meter costs  included in the  computa tion of the

monthly minimum. The  45 percent is  approximate ly the  percentage  of proposed

re ve nue s  re cove re d through the  monthly minimums  in the  ins ta nt ca se . In  my

e xpe rie nce , the  monthly minimums  unde r S ta ffs  propose d ra te  de s igns  typica lly

Thus  45  pe rce n t is  no t a nrecover 40 to 50 percent of the "fixed costs".

unreasonable  figure .

The  compute d  month ly min imum of $26 .78  is  re la tive ly c los e  to  the

propose d monthly minimum of $26.20. The  compute d commodity ra te  of $4.158

is  higher than both the  proposed firs t tie r ra te  of $2.984 and the  proposed second

tie r ra te  of $3.834, but lowe r tha n the  third tie r ra te  of $4.454. Because  the

commodity ra te s  for the  firs t and second tie r a re  be low the  computed commodity

ra te .  the  As s oc ia tion  fa ce s  inc re a s e d  ris k. o f no t re cove ring  the  re ve nue

requirement if water sa les  are  negatively impacted by conservation and weather



Sche dule  G-9 compute s  the  cos t ba s e d monthly minimum for the  golf cours e  6

inch me te r a nd the  commodity ra te  a s suming it we re  cha rge d a  ra te  sufficie nt to

re cove r its  cos t of s e rvice  which would include  the  40.24 pe rce nt ope ra ting

margin. As on Schedule  G-8, I have  included the  demand re la ted cos ts  and capita l

cos ts  on  S che du le  G-9  in  the  mon th ly min imum. The  compute d monthly

minimum provides  guidance  on the  ra te  tha t should be  cha rged rega rdle ss  of the

golf cours e  wa te r us a ge . As  ca n be  s e e n from S che dule  G-9, pa ge  3, the

computed commodity ra te  is  subs tantia lly be low the  proposed commodity ra tes  for

the  second an third tiers  as  shown on Rebutta l Schedule  H-3 for the  6 inch meter.

1 Q.

2  A.

3

4

5

6
7

8

9

10

11

12

13

14 A.

Q.

WOULD YOU P LEAS E DIS CUS S  S C1iEDULE G-9?

DOES YOUR COMPUTATION INCLUDE WATER QUANTITIES FROM

ALL THREE WELLS AND NOT STRICTLY FROM THE ASSOCIATION

OWNED WELL?

Yes , this  is  to be  cons is tent with the  ga llons  used in the  cos t of se rvice  s tudy for

the  golf course  a nd cons truction wa te r. The  wa te r from the  two production we lls

not curre ntly owne d by the  As s ocia tion is  not the  As s ocia tion's  wa te r to s e ll

Only 51 million ga llons  ca me  from to the  ICE owne d we ll a nd us e d on the  golf

course Cons truction wa te r of 14.3 million ga llons  ca me  from the  two othe r

production we lls . By us ing 139 million ga llons , the  commodity cos t is  ske we d to

the  golf course

I s hould a ls o note  tha t the  powe r cos ts  a s s ocia te d with s e rving the  golf

course  a re  not included in the  s tudy. As  I te s tified, TR Golf and Harva rd currently

pa y ove r $68,000 of powe r cos ts  a ttribute d to the  golf cours e  a nd cons truction

wa te r. If ICE ta ke s  re s pons ibility for a ll powe r cos ts , the n the  commodity ra te

would be  higher as  a  result



S TUDY?

The  monthly minimum, with  no wa te r in  tha t minimum, s hould be  a pproxima te ly

$3009 whe n you include  the  a lloca tions  for e xpe ns e s  a nd pla nt for the  function of

de ma nd, cus tome r, me te r a nd se rvice  line .

1 Q.

2

3

4  A.

5

6 .

7  Q .

8

9

10 A.

11

12

13

14 Q.

15

16

17 A.

The  proposed monthly minimum for a  6 inch mete r is  $1,310, or approximate ly 43

pe rcent of the  computed monthly minimum of $3,009 a s  shown on Schedule  G-9,

page  3. Thus , the  proposed monthly minimum does  not re flect the  actua l cos t for

the  monthly minimum if the  proposed monthly minimum were  to be  used.

The  computed commodity ra te  is  $0.20 per 1,000 ga llons  ($65.17 per acre  foot) of

water as shown on Schedule G-9, page 3

19 Q.

WHAT IS THE MGNTHLY M1N1MUMMR THE GULF CUURSE 6

INCH METER THAT YOU COMPUTED IN YOUR COST OF SERVICE

HOW DOES THE COMPUTED MONTHLY MINIMUM .CHARGE

COMPARE TO THE ASSOCIATION'S PROPOSED MONTHLY

MINIMUM FOR A 6 INCH METER?

WHAT IS THE COMPUTED COMMODITY CHARGE FOR THE GOLF

COURSE, WITHOUT REGARD TO TIERS, THAT WOULD BE DERIVED

FROM YOUR COST OF SERVICE STUDY?

WHAT WOULD BE A SINGLE TIER RATE DESIGN FOR THE GOLF

COURSE ASSUMING APPROXIMATELY THE SAME LEVEL OF

REVENUES WERE RECOVERED THROUGH THE MONTHLY

MINIMUM AS PROVIDED BY THE ASSOCIATION'S PROPOSED

MONTHLY MINIMUMS?

24 On S che dule  G-9, pa ge  4, I s e t forth a  computa tion of a  s ingle  tie r ra te  de s ign. As

s h o wn . th e  6  in c h  m o n th  m in im u m  wo u ld  b e  a p p ro xim a te ly $ 1 ,6 5 5  a n d  th e



commodity rate 380317. Again, My CoMputatMn COnteMplates 45 percent of the

demand costs and 45 percent of the customer, service and meter costs included in

the computation of the monthly minimum, as discussed earlier. The computed

monthly minimum of $1,655 is higher than the proposed 6 inch meter monthly

minimum of $1,310. The computed commodity rate of $0.317 is significantly

lower than both the proposed first tier rate of $3.834 and the proposed second tier

rate of $4.454 for the 6 inch meter.

The  purpos e  of my a na lys is  is  to  de te rmine  the  re ve nue  incre a s e  or de cre a s e  tha t

would be required if the golf course were to be served by a separate stand alone

ANALYSIS OF THE REVENUE REQUIREMENT WITHOUT THE GOLF

COURSE

WHAT IS THE PURPOSE OF YOUR ANALYSIS OF THE REVENUE

REQUIREMENT WITHOUT THE GOLF COURSE?

system.

1

2

3

4

5

6

7

8 v.

9

10 Q-

12 A.

13

14

15 Q.

16 A.

17

18

19

PLEASE EXPLAIN YOUR ANALYSIS.

The proforma analysis assumes the revenues provided by TR Golf and Harvard

(for  go lf course water  and const ruct ion water)  to  ICE are eliminated from

revenues, and power costs currently paid for by TR Golf and Harvard on behalf of

ICE customers are included in operating expenses. It  also assumes the revenue

increase required would be necessary to achieve an required operating income

equal to the required operating income of $53,489 on the Association's Rebuttal

Schedule A-1 To illustrate, I prepared proforma schedules A-1, C-1, and C-2

attached as Supplemental Rebuttal Exhibit 2

As shown on the proforma schedule A-1, the adjusted operating income

without the golf course is a negative $97,546. To achieve the same operating



1

2

3

4

5

6

7

8 A.

Q. PLEASE EXPLAIN THE PROFORMA SCHEDULE C-1. AND THE

ADJUSTMENTS MADE TO DETERMINE THE OPERATING INCOME

WITHOUT THE GOLF COURSE IS A NEGATIVE $97,546.

23

24 A

Q-

income as the Association has proposed in Miscast, or,$5:5,4'89, a 14.53 percent

operating margin is required and a revenue increase of $151,183 is necessary.

The revenue increase over the proforma adjusted revenues is nearly 70 percent

compared to the 33 percent proposed by the Association in the instant case.

The proforma schedule C-1 shows adjusted the revenues and expenses without the

golf course. The proforma C-1 schedule starts with the adjusted test year

revenues and expenses per the Association's Rebuttal Schedule C-1. The rebuttal

adjusted revenues, operating income, and operating expenses are $268,047

$35,058, and $303,105, respectively. Next, revenue and expense adjustments to

reflect the revenues and operating expenses Without the golf course are shown

The details of the adjustments are shown on the proforma schedule C-2, pages l

through 3 and are as follows

Adjustment number l removes 46,944 of golf course expense

reimbursement revenues recorded during the test year

Adjustment number 2 removes $4,277 of wheeling charge attributed

to the golf course and construction water from metered revenues

Adjustment number 3 increases purchased power by $11,415 of

power costs incurred by TR Golf and Hazard but attributable to ICE

customers

Because the depreciation expense will be there whether or not the golf course is

present. With the golf course absent from the system, the full amount of

WHY DID YOU NOT ADJUST DEPRECIATION EXPENSE?



1

Q- DOES THE ASSOCIATION'S CAPITALIZATION

EXCLUSIVELY OF ZERO COST CAPITAL?

CONS IS T2

3

4 A.

5

6

7

8

9 A.

10

11

12

13

Q- WHY IS THERE DEPRECIATION IF THE PLANT IS EXCLUSIVELY

FUNDED WITH ZER() COST CAPITAL?

19 Q WOULD DEPRECIATION EXPENSE AND RATES BE LOWER IF THE

ICE PLANT WAS 100 PERCENT CONTRIBUTED?

21 A

depreciation will need to Ea recovered from ICE customers.

Yes . All of the  As s ocia tion's  pla nt-in-s e rvice  is  funde d with e ithe r AIAC or

CIAC. It is  no surprise  tha t the  ra te  ba se  in the  ins tant ca se  is  nega tive . In othe r

words , there  is  no member equity financing any of the  plant.

W h ile  n o  d e p re c ia tio n  is  a llo we d  in  ra te s  fo r p la n t fu n d e d  with  C IAC ,

de pre cia tion is  a llowe d in ra te s  for pla nt funde d with AIAC. Presumably, the

ca s h flows  from de pre cia tion a re  us e d for re funds  on AIAC. Ge ne ra lly, in the

early years  of an AIAC contract, re funds  a re  less  than the  deprecia tion cash flows

providing a  pos itive  ne t ca s h flow to the  As s ocia tion. This  he lps  provide  s ome

fina ncia l s ta bility while  the  s ys te m grows  to full build-out. For mos t re funda ble

line  extension agreements , by the  time full build-out occurs , the  agreement expires

a nd a ny re ma ining in-re funde d ba la nce  re ve rts  to a  CIAC. Typica lly, no more

tha n a bout 30-40 pe rce nt of the  origina l line  e xte ns ion a gre e me nt a mount e ve r

gets  refunded

Yes . Howe ve r,  I be lie ve  tha t ha ving  100  pe rce n t con tribu te d  p la n t is n 't

fina ncia lly he a lthy. De pre cia tion is  re cove ry of inve s tme nt in pla nt. Eve ntua lly

p la n t ha s  to  be  upgra de d  a nd /or re p la ce d . Ca s h  flows  from de pre c ia tion

particula rly for non-profit companies , can be  used to build up a  plant replacement

reserve for these  eventualities . Cash reserves can a lso be used to address unusual

3 1



IT APPEARS FROM YOUR PROFORMA SCHEDULE C-1 THAT

OPERATING EXPENSES INCREASE WITHOUT THE GOLF COURSE

PRESENT?

WHAT IS THE NET IMPACT ON THE ICE OPER.ATING INCOME

WITHOUT THE GOLF COURSE?

1

2

3

4

5  Q .

6

7

8  A.

9

10 Q.

11

12 A.

13

14

15

16 VI.

17 Q.

18

19

20 Q.

21

22

23

24

events such as signific-ant eMergency repo T TF rates were lower as a result of

100 percent contributed plant, the Association (and its ratepayer members) would

not have this cash "cushion", so to speak. Non-profits, in particular, should have

an appropriate cash reserve since their ability to raise additional capital is limited.

That's correct. If the golf course is no longer there, ICE customers will need to

pay the power costs that are currently being paid for by TR Golf and Hazard.

Operating income drops from a negative $35,058 to a negative $97,546 - a

reduction in operating income of $62,488. In order to achieve the same operating

income as proposed in the instant case, a $15 l ,183 increase is required compare to

the $88,547 increase proposed by the Association in the instant case.

Mr. Taylor seems to make this recommendation on the belief that by creating two

stand-alone systems, the operating and maintenance and depreciation obligations

to the residential customers would be considerably less. See Direct testimony of

Dayne Taylor ("Taylor Dt.") at Recommendations. As my analys is  o f  the

revenue requirement without the golf course shows, operating expenses would

increase, not decrease. Even if potential "over sizing" of the water system exists

RESPONSE TO THE DIRECT TESTIMONY OF DAYNE TAYLOR

PLEASE RESPOND TO MR. TAYLOR'S RECOMMENDATION TO

CREATE TWO STAND-ALONE SYSTEMS: ONE FOR THE GOLF

COURSE AND ONE FOR THE ICE CUSTOMERS.

32



PLEASE RESPOND TO MR. TAYLOR'S TESTIMONY ON PAGE 3, IN

WHICH HE ASSERTS THAT LOWER "RATES" ARE CHARGED TO

THE GOLF COURSE THAN TO THE RESIDENTIAL CUSTOMERS.

1

2

3

4

5  Q .

6

7

8

9

10

11

12

13

14

15

16

17

18

19

A.

the  impact on opera ting expense  is  small. As  the  cos t of se rvice  s tudy shows, the

e s tima te d impa ct is  le s s  tha n $3,200 a nnua lly. Eve n if this  a mount is  ta ke n into

cons ide ra tion, ope ra ting e xpe nse s  (including de pre cia tion) would incre a se , not

decrease.

Putting as ide  the  fact tha t TR Golf and Harvard a re  not cus tomers  of ICE, the  cos t

of se rvice  s tudy demons tra te s  tha t TR Golf and Harva rd a re  paying s ignificantly

more  than the ir cos t of se rvice . In fact, res identia l cus tomers  a re  be ing subs idized

by both the  2 inch me te r s ize  a nd golf course  6 inch me te r. Eve n if TR Golf a nd

Harvard were  to be  cons idered cus tomers , based on the  cos t of se rvice  s tudy, my

recommenda tion would be  tha t they not be  charged the  same  ra tes  a s  re s identia l

cus tomers . In fact, I would recommend ra tes  for the  golf course  tha t a re  des igned

to recover the  cos t of se rvice . Thus , no subs idiza tion would occur under the  new

ra te  de s ign in orde r to e quita ble  to a ll cla s s e s  of cus tome rs . This  in turn would

mean that res identia l customers  pay more  and the  golf course  less  under a  fa ir and

equitable  ra te  des ign. I have  previous ly discussed a  s ingle  tie r ra te  des ign which

would mainta in the  current leve l of subs idiza tion a fforded to res identia l cus tomers

by the  golf course  on pages  28 and 29 of my tes timony. If a ll classes  of cus tomers

we re  to contribute  e qua lly (no s ubs idiza tion), the  golf cours e  would pa y lowe r

ra tes , while  the  5/8 inch meter (res identia l class) would pay higher ra tes

23 Q- HAVE LARGE VOLUME USERS LIKE GOLF COURSES BEEN

AFFORDED RATES DIFFERENT THAN RESIDENTIAL CUSTOMERS

BY THIS COMMISSION?



Ye s . An e xa mple  is  Cha pa rra l City Wa te r Compa ny. In  De cis ion  68176

(September 30, 2005), the  irriga tion/bulk wa te r commodity ra tes  were  much lower

tha n the  commodity ra te s  for re s ide ntia l cus tome rs . In  De cis ion 68176, the

irriga tion/bulk commodity ra te  a pprove d wa s  $1.56 pe r 1,000 ga llons . This  ra te

a pplie d  to  a ll ga llons  s o ld . The  commodity ra te s  for the  re s ide ntia l c la s s

cus tomers  (3/4 inch meter) were  $1.68, $2.52, and $3.03 per 1,000 ga llons  for the

firs t, second and third tie rs , respective ly.

1  A.

2

3

4

5

6

7

8  Q .

9

10

11 A.

12

13

14

IF  THE  G O LF  C O UR S E  WE R E  TO  P AY TAR IF F  R ATE S  WO ULD YO U

R E C O MME ND T HE  G O LF  C O UR S E  P AY T HE  S AME  C O MMO DIT Y

RATES  AS  THE RES IDENTIAL CUS TOMERS ?

No. The  cos t of s e rvice  s tudy a lre a dy de mons tra te s  tha t the  golf cours e  is

s ubs id iz ing  the  re s ide n tia l c la s s  (5 /8  inch  me te r). If th e  g o lf c o u rs e  p a id

re s ide n tia l ra te s , the  re s ide n tia l c la s s  would  be  e ve n  more  s ubs id ize d  tha n  it

a lre a dy is . Furthe r, if TR Golf we re  to  be  cha rge d  the  p ropos e d  ra te s  in  the

ins ta nt ca s e , the  re ve nue s  provide d to ICE would, a t a  minimum, incre a s e  four

fold to ne a rly $240,000 a nnua lly. The  incre a s e  to the  golf cours e  ma y ha ve  the

uninte nde d cons e que nce s , s uch a s  a  protra cte d a nd cos tly le ga l ba ttle  to unra ve l

the  We ll Agre e me nt a nd much highe r ra te s  to  ICE cus tome rs  in the  future  if the

golf cours e  le a ve s  the  s ys te m - a s  my a na lys is  of the  re ve nue  re quire me nt without

the  golf course  demons tra te s

21

22 A

Q- HOW DID YOU COMP UTE THE $240,000?

I a s s ume d the  golf cours e  would pa y the  $1,310 monthly minimum. Annua lly

this  is  $15,720. The  firs t block revenues  (425,000 ga llons) would be  computed as

12 months  time s  425 (thous a nd ga llons ) time s  the  propos e d commodity ra te  of

$3.834 equa ling $19,553. The  s e cond block re ve nue s  would be  compute d a s



50,878 (thousand gallons) annual ga llons  Nom the  Associa tion owned well less  the

firs t block ga llons  of 5,400 (thous a nd ga llons ) time s  the  s e cond tie r commodity

ra te  of $4,454 e qua ling $202,559. Toge the r the  re ve nue s  e qua l $237,832

($l5,720 + $19,533 + $202,559), ne a rly $240,000. My computa tion doe s  not

inc lude  whe e ling  cha rge s  fo r the  ba la nce  o f the  wa te r from the  o the r two

production wells  de livered to the  golf course  and cons truction water.

P LEAS E CONTINUE.

Putting as ide  the  further subs idiza tion of the  res identia l class  if proposed ra tes  a re

used, an unintended consequence of such an increase would be that the  golf course

le a ve s  the  s ys te m, no  longe r provid ing  curre nt s ubs id iza tion  to  re s ide ntia l

cus tome rs . As  I will dis cuss , my a na lys is  of the  re ve nue  re quire me nt without the

golf cours e  s hows  tha t re s ide ntia l cus tome rs  would s e e  a  ne a rly 70 pe rce nt

incre a s e  ra the r tha n the  33 pe rce nt incre a s e  propos e d in the  ins ta nt ca s e . In

addition, in my non-lega l opinion, the  Associa tion may face  s ignificant lega l cos ts

to sever the  Well Agreement - cos ts  which it cannot a fford.

I

2

3

4

5

6

7  Q .

8  A.

9

10

11

12

13

14

15

16 Q.

17

18

19

20 A.

WHAT WO ULD HAP P E N IF  THE  C O MMIS S IO N IMP UTE S  R E VE NUE S

F R O MTHE  G O LF  C O UR S E  TO  IC E  AT THE  P R O P O S E D R ATE S  F O R

IC E  C US T O ME R S  AND T HE  AS S O C IAT IO N DO E S  NO T  R E C O VE R

THOS E REVENUES ?

The  re ve nue s  produce d by the  impute d ra te s  would be  a  fiction. This  will ha ve

s e rious  fina ncia l cons e que nce s  to the  As s ocia tion. Ultima te ly, the  me mbe r

cus tome rs  of ICE will suffe r

23 Q. B AS ED O N YO UR  TWO  ANALYS ES  (THE C O S T O F  S ER VIC E S TUDY

AND THE  ANALYS IS  O F  THE  R E VE NUE  R E Q UIR E ME NT WITHO UT

THE  G O LF  C O UR S E ),  DO  IC E  C US TO ME R S  B E NE F IT F INANC IALLY

35



l FROM TI-IEWELL AGREEMEN~1"9VTtH;T=iZGULF

2 A. Yes. Assuming the Well Agreement  remains in place and the same level of

3

4

re ve nue s  provide d during the  Te s t Ye a r a re  provide d to  the  As s ocia tion in  the

future , ICE cus tome rs  will be ne fit.

5 Q.
6 A.

DOES THAT CONCLUDE YOUR TESTIMONY?

Ye s .

7

8

9

10

12
8635031.4

13

14

15

16

17

18

19
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WELL AGREEMENT

_ THIS WELL AGREEMENT (this "Agreement") is made this 4 9 4 2 day of
I»"'6'//14:-34 9
service co mmon ("Utiliry"), HARVARD SIMON 1, L.L.c., an Arizona limited liability
company ("Developer"), and TALKING ROCK GOLF, L.L.C., an Arizona limited liability
company ("Talking Rock Golf") for the purposes and considerations hereinafter set toM.

2003 by and between ICE WATER USERS ASSOCIATION, an Arizona public

RECITALS

A. Developer is the Second Beneficiary under the First American Title Insurance
Agency of Yavapai, Inc. Trust No. 4750, which trust owns approximately 3,470 acres of real
property situated in Yavapai County, Arizona, more particularly described in Exhibit"A"
attached hereto and incorporated herein by this reference (the "Property"). Developer is
authorized to obtain water and wastewater utility services for the Property. A portion of the
Property, approximately 400 acres, was previously located within Utility's Certificate of
Convenience and Necessity ("CC&N") as shown in the map attached hereto as Exhibit "B" and
incorporated herein by dies reference. Until recently, the remainder of the Property,
approximately 3,070 acres (the "Extension Area"), as shown in Exhibit "B," was not located in
the certificated service area of the Utility or of any other certificated water utility provider or in
the service area of any municipal water utility service.provider. The majority of the Property,
approximately 2,500 acres, is located in an area eligible for membership in Utility pursuant to
Utility's By-Laws.

B. Utility is a public service corporation as defined in Article XV, Section 2 of the
Arizona Constitution and, as such, is regulated by the Arizona Corporation Commission
("Colnmission"). Utility has been granted a CC&N by the Commission authorizing Utility to
provide water utility services. '

E
s

6
E-
3
i
E
I

I

C. Developer is developing a residential community at the Property to be known as
the RocklRanch that will contain approximately 1627 residential dwellings, certain
common area and a ranch compound with a clubhouse, swimming pool, tennis courts and a
health and Fitness center. Developer requested that water utility service be extended and
provided tO the Property by Utility in fm'therance of Developer's planned development of the
Property. Pursuant to that MainExtension Agreement (Water Service) dated?'Mach 5, 2001,
between Utility and Developer (the "Main Extension Agreement"), Utility sought approval from
the Commission to extend Utilities' CC&N to include die Extension Area and to take all other
actions and obtain other government approvals as necessary in connection with the extension of
Utility's CC&N to include the Extension Area. Thereafter, Utility is willing to extend water
utility service to the Property in accordance with the terms and conditions set forth in the Main
Extension Agreement and in accordance with relevant law, including die rules and regulations of
the Commission

E
I
I

D Pursuant to the Marin Extension Agreement, Developer is obligated to construct
and install certain Facilities, as defined in the Main Extension Agreement, including without
limitation an off-site water transmission main (the "Off~Site Main") described in Exhibit "C" to
the Main Extension Agreement

PPD(/MGA.LLOGUl 147342.25/47094.004
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»

E. On January 15, 2002, the Commission issued Decision No. 64 630, extending
Utilities' CC&N to include the Extension Area, subject to certain conditions stated in the
Decision. One condition stated in Decision No. 64630 is that Developer should advance to
Utility the wells Developer has drilled for the purpose of providing water to the Property.

F. Pursuant to that First Amendment to Main Extension Agreement to be executed
by the parties concurrently with their execution of this Agreement (the "First Amendment"), the
Facilities to be constructed and installed by Developer will include the Production Wells, as
herein defined. Upon the Colnmission's approval of the First Amendment, the term 'Main
Extension Agreement' used herein shall mean the Main Extension Agreement as modified by the
First Amendment.

G. Talldng Rock Golf has constructed an 18-hole golf course at the Property, with a
driving range, other practice facilities, storage lakes and related amenities and facilities (the
"Golf Course"). Except as provided in the Main Extension Agreement, Talldng Rock Golf will
arrange for its own supply of water to the Golf Course for construction of the Golf Course, and
for landscape im'gation, lake fill and other nonpotable purposes, as provided in this Agreement.

H. Developer has drilled two wells on the real property described on Exhibit "D"
(the "Wellsite"). Talking Rock Golf owns the Wellsite. Pump tests of the wells indicate that the
wells at the Wellsite have the potential to produce an adequate quality and quantity of water for
Utility to use as a domestic water supply for the Property. In addition, pump tests indicate that
wells at the Wellsite and at property adjacent to the Wellsite have the potential to produce an
adequate quality and quantity of water to supply construction water and to provide die Golf
Course with water for landscape imlgation and lake till purposes.

I . Utility wishes to use water Nom wells drilled at the Wellsite as a domestic water
supply for the Property, and Developer is willing to convey certain wells at the Wellsite to
Utility for use as the domestic water supply for the Property, on the terms, conditions and
restrictions contained herein.

NOW, THEREFORE, in consideration of due following covenants and agreements, and
other good and valuable consideration, the receipt and sufficiency of which are hereby
acknowledged, the parties hereby agree as follows:

AGREEMENTS

Construction of Wells by Developer.

i
I
f

. (a) Developer has caused two wells to be drilled, constructed, installed
and equipped at the Wellsite, as depicted on Exhibit "E." Production Well 2 and Production
Well 3, both as depicted on Exhibit "E", are sometimes referred to herein, individually, as a
"Production Well," and, together, as the "Production Wells." In addition, Developer has caused
a third well to be drilled, constructed, installed and equipped at property located immediately
adjacent to the Weilsite (the "Adjacent Propelty"), which well is depicted on Exhibit "E" as
Production Well l. Well pump tests conducted by Southwest Ground-water Consultants, Inc.
indicate that production Well 2 has an estimated production capacity of-530 gallons per minute
("rpm"), assuming pumping for 12 hours per day independent of Production Well 1 and

i
a

E

PHJUMGALLOGU1 I4734225/47094.004
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Production Well 3, and PrOduction Well 3 has an estimated production capacity of 430 rpm,
assuming pumping for 12 hours per day, independent of Production Well I and Production Well
2. Developer has provided ro Utility a copy of a letter dated October 31, 2002 summarizing the
pump tests run by Southwest Ground-water Consultants, INc. on Producion Well 2 and
Production Well 3.

(b) Developer obtained approval to construct the Production Wells
from all agencies having regulatory jurisdiction, including Yavapai County Environmental
Services Department and Arizona Department of Environmental Quality ("ADEQ"). Developer
has caused ProdUction Well 2 and Production Well 3 to be drilled, constructed. installed and
equipped at the Wellsite in substantial accordance with the design for the same approved by
Yavapai County Environmental Services Department and ADEQ. Utility's engineers have tested
and inspected Production Well 2 and Production Well 3. Based on that inspection and testing
Utility has requested several modifications to the equipment installed at the Production Wells as
described in that letter to Shephard-Wesnitzer, Inc. from Dava and Associates dated June 19
2002 (the "Well Modifications")

2 Transfer and Conveyance of Production Well 3. Immediately following
the approval of the First Amendment by the Commission or the Commission staff (as necessary)
and the approval by the Commission or the Commission staff (as necessary) of this Well
Agreement, if such approval is required by the Commission, Developer will transfer and convey
Production Well 3 to Utility, including all equipment, pumps, motors, valves, pipes, electrical
system, and other appurtenances, by Bill of Sale in form attached as E>d1ibit "F," and on the
rems and conditions stated.inparagraph 4. In the Bill of She for Production Well 3, Developer
will also transfer and convey to Utility the piping, valves and other facilities necessary to connect
Production Well 3 to the Off~side Main (such piping, valves and other facilities being referred to
herein as the "PW-3 Connection Facilities")

3 Transfer and Conveyance of Production Well 2. Senior before the date that
Utility provides water service to the 8001" single~farnily-residence at the Property, Talldng Rock
Golf will transfer and coNvey Production Well 2 to Utility, including all equipment, pumps
motors, valves, pipes, electrical system and other appurtenances, by Bill of Sale in the form
attached as Exhibit "F," and on the terms arid conditions stated in paragraph 4. In the Bil l  of
Sale for Production Well 2, Talldng Rock Golf willalso transfer and convey to Utility the piping
valves and other facilities necessary to connect Production Well 2 to the Off-Site Main (such
piping, valves and odder facilities being referred to herein as the "PW-2 Connection Facilities")

Terms and Conditions of Transfer and Conveyance. The transfer and
conveyance of Production Well 2 and the transfer and conveyance of Production Well 3 shall
each be on the following terms and conditions

(a) Concurrently with the execution of the Bill of Sale for Production
Well 3 and the execution of the Bill of Sale for Production Well 2, as the case may be, Talking
Rock Golf will grant an easement to Utility over, under, upon and across the Wellsite, together
with an access easement over and across the Wellsite and other property allowing ingress and
egress to the Production Well then being conveyed from a public right-of-way, and a pipeline
easement, if necessary, for the Off-Site Main or for the PW-3 Connection Facilities and the PW
2 Connection Facilities, in form attached as Exhibit "G" (each, an "Easement"). The Wellsite

PHI/MGALLOGUI l47342.25/47094 .004 3



1

and other property over which the Easement is granted is referred to herein as the "Easement
Area".

(b) Each Production Well  and the Easement therefor wi l l  be
transferred, conveyed and granted subject to taxes and assessments not yet due and payable, and
subject to the terms, limitations and conditions stated in this Well Agreement and all matters of
record. Notwithstanding the foregoing, all monetary liens encumbering the Production Well Men
being transferred will be released at the time of the transfer and conveyance (other than liens for
taxes and assessments not yet due ad payable). Any monetary liens encumbering the Easement
Area for a Production Well will be released at the time the Easement for the Production Well is
granted, unless the holder of the monetary lien has consented to the Easement. At the time of the
transfer, Developer will provide evidence in the form of lien waivers or other appropriate
documents that all claims of contractors, subcontractors, mechanics and materialmen with
respect to die Production Well then being transferred have been paid and are fully satisfied.
Without limiting the foregoing, Utility acknowledges and agrees to accept each Production Well
and each Easement subject to the conditions and restrictions contained in that Special Warranty
Deed from Bluegreen West Corporation to Talking Rock Land, L.L.C. dated January 26, 2001
and recorded on January 26, 2001 in book 3807, page 626, records of Yavapai County, Arizona,
pursuant to which the Wellsite was conveyed to Talking Rock Land, L.L.C., an Arizona limited
liability company, an affiliate of Developer ("Talking Rock Land").

(c) Prior to the transfer of a Production Well to Utility, Utility shall
have its engineers test and inspect the Production Well then being transferred at reasonable times
as determined by the parties. Following testing and inspection, Utility shall issue a written
notice of acceptance of the Production Well then being transferred to Developer (as to
Production Well 3) or to Talldng Rock Golf (as to Production Well 2); provided, however, that
(i) ADEO has issued an approval of construction for the Production Well; (ii) the Production
Well in question is reasonably acceptable to Utility; and (iii) all Well Modifications have been
completed at the Production Well in question, to the reasonable satisfaction of Utility. Utility
shall consider a Production Well to be reasonably acceptable to Utility under subparagraph (ii)
above if the Production Well is in substantially the same condition as existed at Utility's earlier
inspection and testing of the Production Well referred to in paragraph Nb), except that the Well
Modifications shall have been completed and except for ordinary wear and tear. At the time of
the transfer, Developer shall provide to Utility three (3) sets of "as-built" drawings and
specifications for the Production Weli then being transferred, certified and sealed by Developer's
engineer to be true and correct.

. (d) Developer warrants that, upon transfer to` Utility, Producion
Well 3 will be tree Nom all defects and deficiencies in construction, materials and/or
workmanship for a period of time commensurate with the warranty period provided to Developer
by contractors retained by Developer to construct Production Well 3, but 'm no event, for a period
of less than one (1) year from the date of Utility's acceptance. Talking Rock Golf warrants that,
upon transfer to Utility, ProdUction Well 2 will be free from all defects and deficiencies in
construction, materials and/or workmanship for one (1) year Nom the date of Utility's acceptance
of Production Well 2. During the warranty period, Developer, as to Production Well 3, and
Talking Rock Golf, as to Production Well 2, agree to promptly undertake any necessary
corrective construction efforts required to remedy any defects and deficiencies in construction,
materials and/or workmanship upon notice by Utility. Upon Utility's acceptance of a Production

PAID(/MGALLOGUI I47342.25/47094.004 4

l I'll\ ll llllllllllu Illlllllll l IIllllll -|-||||-|-



*

Well, Developer shall assign any guaranties and warranties issued in connection with
construction of that Production Well that are still in effect. Upon Utility's acceptance of a
Production Well, Utility shall be deemed to have accepted that Production Well in a.n "as is" and
"as-constructed" condition, subject only to the warranty period concerning defects and
deficiencies in construction, materials and/or workmanship provided for herein. Each
Production Well will be transferred, conveyed and granted widiout representation or warranty as
to the quantity or quality of water that may be produced from the Production Well, either at the
mc of the conveyance or in the fixture.

(e) Without the express written consent of Developer and Talldng
Rock Golf; Utility shall not increase the production capacity of a Production Well transferred
and conveyed by Developer to Utility beyond the producion capacity of that Production Well
identified in the Bill of Sale for that Production Well.

(f) This Agreement shall survive each transfer and conveyance of a
Production Well and the grant of each Easement. All terms, conditions, covenants and
resu'ictions pertaining to the use of the Production Wells contained in this Agreement shall
continue in full force and effect after each such transfer, conveyance and grant. In particular,
Utility will accept each Production Well transferred and conveyed to Utility subject to the
production limitations stated in paragraph 12 and the limitations on location of use stated in
paragraph 13.

5. Water Service. Alter Developer or Talldng Rock Golf transfers and
conveys a Production Well to Utility underparagraph 2orparagraph 3,Utility will deliver water
to the Property from the transferred and conveyed Production Well for the purpose of providing
domestic water service to customers within the Property for all purposes, including common area
landscape watering, but excluding (i) water service to the Golf Course for landscape irrigation
and lake fill purposes at the Golf Course, until such time as Talldng Rock Golf requests water
service to the Golf Course pursuant to the Main Extension Agreement, and (ii) water service for
construction purposes. All deliveries by Utility Hom the transferred and conveyed Production
Well shall be subject to the terms, conditions, covenants and restrictions of this Agreement. This
paragraph does not limit Utility's obligations underparagraphs 14 and 15 to allow Developer to
use unused capacity in the transferred and conveyed Production Well for golf course irrigation
and for construction purposes, as provided in those paragraphs.

6. Construction of Off-Site Transmission Main and Other Facilities.
Developer has planned, designed, constructed and installed the Off-Site Main as provided in the
Main Extension Agreement. The G88"-Site Main extends from the Wellsite along the alignment
sh :onEMbit "C" to a meter (the "Utility Meter") at that 300,000 gallon storage facility
loeatW"'at°Me Property approximately 8 shown on Exhibit "C." Developer has designed,
constructed and installed a pump station, booster pumps and related iriastructure at the storage
facility located at the Property and mayplan, design, construct and install a second pump station
located at the Property as provided in the Main Extension Agreement (the "Pump Station").
Upon the Developer's transfer and conveyance of Production Well 3, Developer will also
trafiSferfand convey to Utility the OuT~Site Main, the 300,000-gallonstorage facility and the
Ptrrrrp:i=Station, including all equipment, valves, booster pumps, electrical systems and related
infrastructure and appurtenances, by Bill of Sale in the form attached as Exhibit "H," and
pursuant to the terms of the Main Extension Agreement. The Off-Site Main, the 300,000 gallon

4
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storage facility, the Pump Station and all related infrastructure are referred to herein as the
"Other Facilities."

7. Condition to Obligations. Developer's obligation to transfer and convey
Production Well 3 to Utility, Talldng Rock Goif's obligation to transfer and convey Production
Well 2 to Utility and Utility's obligation to accept Production Well 2 and Production Well 3 are
subject to the approval of the First Amendment by die Commission or the Commission staff (as
necessary), and the approval of this Well Agreement by the Commission or the Commission staff
(as necessary), if such approval is required by the Commission. In addition, Utility's obligation
to accept Production Well 2 and Production Well 3 is subject to the condition that ADEQ has
issued an approval of construction for the Production Well then being transferred. If  the
Commission or the Commission's staff determines that the First Amendment does not satisfy the
conditions stated in Decision No. 64630, Developer arid Utility will amend the First Amendment
(and Developer, Talking Rock Golf and Utility will amend Mis Well Agreement, if necessary) to
address the inadequacies of the First Amendment identified by the Commission or the
Commission's staff. 3

I

I

I
s
I
:

E
8aI

{
E

;

j

E
I

3
s
|

g
I
I
;

=.
?

i

E
i

ay
i
1
I2
Er
I
I

E
i
I
g

8. Ownership and Operation by Developer Prior to Transfer. Until such time
as Developer transfers and conveys Production Well 3, the PW-3 Connection Facilities and the
Other Facilities to Utility pursuant to this Agreement (a) Developer shall own Production Well 3,
the PW-3 Connection Facilities and the Other Facilities, and shall have the exclusive right to
physical possession and control of and the right of access to, Production Well 3, the PW-3
Connection Facilities and the Other Facilities; (b) Developer shall own the plans and
specifications for Production Well 3, the PW-3 Connection Facilities and the Other Facilities,
and any guaranties or warranties issued in connection therewith; (c) Developer shall manage and
operate Production Well 3, the PW-3 Connection Facilities and the Other Facilities in accordance
with standard utility practices and in accordance with all laws, rules, ordinances and regulations
of all govemrnental authorities having jurisdiction applicable to domestic water systems,
provided, however, that Developer shall have no obligation to test water pumped from
Production Well 3 or to treat water pumped from Production Well 3; (d) Developer shall
maintain and repair Production Well 3, the PW-3 Connection Facilities and the Other Facilities
as necessary to keep Production Well 3 and the Other Facilities in good condition and repair; and
(e) Developer shall pay all costs and expenses of operating, managing, maintaining, repairing
and replacing Production Well 3, the PW-3 Connection Facilities and the Other Facilities.
Developer may delegate its obligations under this paragraph to a contractor that is experienced in
the operation, maintenance and repair of water systems and has been approved byUtility, which
approval will not be unreasonably withheld or delayed, provided, however, that such delegation
shall not release Developer from its obligations under this paragraph

:

I

Ownership and Operation by Talking Rock Golf Prior to Transfer.  Unt i l
such time as Talldng Rock Golf transfers and conveys Production Well 2 and the PW-2
Connection Facilities to Utility pursuant to this Agreement (a) Rock Golf shall own
Production Well 2 5the"PW-2 Connection Facilities, and shdl have the exclusive right to
physical possession and control of] and the right of access to, Production Well 2 and the PW-2
Connection Facilities; (b) Talldng Rock Golf shall own the plans and specifications for
Production Well 2 and the PW-2 Connection Facilities, and any guaranties or warranties issued
in connection therewith; (c) Talking~Rock Golf shall manage and operate Production Well 2 and
the PW-2 Connection Facilities in accordance with standard utility practices and in accordance
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with all laws, rules, ordinances and regulations of all governmental authorities having
jurisdiction applicable to domestic water systems, provided, however, that Talldng Rock Golf
shall have no obligation to test water pumped from Production Well 2 or to treat water pumped
from Production Well 2, (d) Tadidng Rock Golf shall maintain and repair Production Well 2 and
the PW-2 Connection Facilities as necessary to keep Production Well 2 and the PW-2
Connection Facilities in good condition and repair; and (e) Talldng Rock Golf shall pay all costs
and expenses of operating, managing, maintaining, repairing and replacing Production Well 2
and thePW-2 Connection Facilities. Tadldng Rock Golf may delegate its obligations under this
paragraph to a contractor that is experienced in the operation, maintenance and repair of water
systems and has been approved by Utility, which approval will not be unreasonably withheld or
delayed,provided, however, that such delegation shall not release Talking Rock Golf from its
obligations under this paragraph. Until such time as Talking Rock Golf transfers and conveys
Production Well 2 to Utility, Production Well 2 shall be considered a Golf Course Well, as
provided inparagraph 14.

10. Ownership and Operation After Transfer.

(a) Following the transfer and conveyance of Production Well 3, the
PW-3 Connection Facilities and the Other Facilities to Utility, and without changing or
modifying the terms, conditions and limitations stated in this Agreement or in die Easement, (i)
Utility shall own Production Well 3, the Other Facilities, and the PW-3 Connection Facilities,
and shall have the right to physical possession and control of and the right of access to
Production Well 3, the Other Facilities, and the PW-3 Connection Facilities, (ii) Utility shall
manage arid operate Producion Well 3, the Other Facilities and the PW-3 Connection Facilities
in accordance with standard utility practices and in accordance with all laws, rules, ordinances
and regulations of all governments authorities having jurisdiction applicable to domestic water
systems, (iii) Utility shall maintain and repair Production Well 3, the Odder Facilities and the
PW-3 Connection Facilities as necessary to keep Production Well 3, the Other Facilities and the
PW-3 Connection Facilities in good condition and repair; and (iv) Utility shall pay dl costs and
expenses of operating, managing, maintaining, repairing and replacing Production Well 3, the
Other Facilities and the PW-3 Connection Facilities, subject to the terms ofparagraph 18. Utility
may delegate its obligations under this paragraph to another contractor experienced in the
operation, maintenance and repair of water systems, provided, however, that such delegation
shall not release Utility from its obligations under this paragraph,

(b) Following die transfer and conveyance of Production Well 2 and
the PW-2 Connection Facilities to Utility, and without changing or modifying the terms
conditions and limitations stated in this Agreement or in the Easement, (i) Utility shall own
Production Well 2 aNd the PW-2 Connection Facilities, and shall have the right tO physical
possession and control o11 and the right of access to Production Well 2 and the PW-2 Connection
Facilities; (ii) Utility shall manage and operate Production Well and the PW-2 Connection
Facilities in accordance with standard utility practices and in accordance with all laws, rules
ordinances and regulations of all governmental authorities having jurisdiction applicable to
domestic water systems; (iii) Utility shall maintain and repair Production Well 2 and the PW-2
Connection Facilities as necessary to keep Production Well 2 and the PW-2 Connection
Facilities in good condition and repair; and (iv) Utility shall pay all costs and expenses Of
operating, managing, maintaining, repairing and replacing Production Well 2 and the PW-2
Connection Facilities, subject to the terms ofparagraph 18. Utility may delegate its obligations
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under this paragraph to another contractor experienced in the operation, maintenance and repair
of water systems, provided, however, that such delegation shall not release Utility from its
obligations under this paragraph.

11. Testing; Treatment;Chlorination Facilities.

(a) Water quality testing at Production Well 1, Production Well 2 and
Production Well 3 indicates that the water pumped firm all three wells may be suitable for
domestic Water purposes without additional treatment. Nohvvidistanding the groundwater quality,
Utility has requested, and Talldng Rock Golf has designed and is willing to install certain
facilities at the Wellsite having sufficient capacity to neat all water withdrawn from the
Production Wells (the "Chlorination Facilities"). The Chlorination Facilities will consist 0£
collectively, (i) three chlorinators and three injection pumps, solution tank, control systems and
other equipment and materials as provided in the approved design for the Chlorination Facilities
described in paragraph ll(b); (ii) a small building located at the Wellsite as depicted on Exhibit
"E" that will enclose the chlorinators, injection pumps, solution tank, control systems and other
equipment; (iii) three 3/4-inch diameter pipelines that will each convey chlorine solution from a
chlorinator to one of the Production Wells (each, a "Chlorine Pipeline"), and (iv) connections,
valves and other equipment necessary to connect each Chlorine Pipeline to a Production Well.

(b) Talldng Rock Golf will cause the installation of the Chlorination
Facilities, as follows:

(i ) The design of the Chlorination Facilities has been approved
by ADEQ, the Yavapai County Environmental Services Department and Utility. On or before
ninety (90) days after the date hereof, Talking Rock Golf will cause the Chlorination Facilities to
be installed at the Wellsite in substantial accordance with the design for the same approved by
Utility and the pertinent regulatory agencies. If Talking Rock Golf transfers and conveys
Production Well 3 to Utility prior to Talking Rock Golf completing the installation of the
Chlorination Pipeline for Production Well 3, Utility will allow Talking Rock Golf; its agents and
contractors, access to Production Well 3 at times mutually acceptable to Utility and Talldng
Rock Golf for the purpose of connecting said Chlorination Pipeline to Production Well 3.

F
(i i ) Following 'installation of the Chlorination Facilities, Utility

shall have its engineers test and inspect the Chlorination Facilities at such reasonable times as
determined by the parties. Following such testing and inspection, Utility shall issue a written
notice of acceptance of the Chlorination Facilities, provided, however, that ADEQ has issued an
approval of construction for the Chlorination Facilities, and the Chlorination Facilities are
reasonably acceptable to Utility. Utility shall consider die Chlorination Facilities reasonably
acceptable to Utility if they have been installed in substantial compliance with the design for the
same approved by Utility and by the pertinent regulatory agencies

E
5

(i i i) Immediately following the issuance by Utility of a notice of
acceptance for the Chlorination Facilities, Talldng Rock Golf will transfer and convey the
ChlOiihation Facilities to Utility by Bill of Sale substantially in the form of attached Exhibit "I
Upon delivery of the Bill of Sale for die Chlorination Facilities, Utility shall be deemed to have
accepted the Chlorination Facilities in an "as is" and "as-constructed" condition, subject only to
the warranty concerning defects and deficiencies in construction, materials and/or workmanship
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provided in the Bill of Sale. The parties acknowledge that the Bill of Sale for the Chlorination
Facilities may be delivered by Talking Rock Golf separate from and after the delivery by Talking
Rock Golf of the Bill of Sale for PrOduction Well 3 pursuant to paragraph 2hereof

(iv) Concurrently with the execution of the Bill of Sale for the
Chlorination Facilities, Talldng Rock Golf will grant an easement to Utility over, under, upon
and across the Wellsite containing the building that is pan of the Chlorination Facilities, together
with an access easement over and across the Wellsite and other property, allowing ingress and
egress to said building from a public right-of-way, and together with pipeline easements for the
Chlorination Pipelines substantially in the form attached as Exhibit "J" (the "Chlorination
Facilities Easement").

. .(v) The Chlorination Facilities and the Chlorination Facilities
Easement will be transferred, conveyed and granted subject to taxes and assessments not yet due
and payable, and subject to the terms, limitations and conditions stated in this Well Agreement
and all matters of record. Notwithmanding the foregoing, all monetary liens encumbering the
Chlorination Facilities will be released at the time of the transfer and conveyance (other than
liens for taxes and assessmeNts not yet due and payable). Any monetary liens encumbering the
easement area described in the Chlorination Facilities Easement will be released at the time the
Chlorination Facilities Easement is granted, unless the holder of the monetary lien has consented
to the Chlorination Facilities Easement. At the time of the transfer, Talldng Rock Golf will
provide evidence in the form of lien waivers or other appropriate documents that all claims of
contractors, subcontractors, mechanics and materialmen with respect to the Chlorination
Facilities have been paid and are filly satisfied

(vi) Following the transfer and conveyance of Chlorination
Facilities to Utility, and without changing or modifying the terms, conditions and limitations
stated 'm this Agreement or die Chlorination Facilities Easement, (i) Utility shall own the
ChlorinatiOn Facilities, and shall have the right to physical possession and control 0£ and the
right of access to the Chlorination Facilities; (ii) Utility shall manage and operate the
Chlorination Facilities in accordance with standard utility practices and in accordance with all
laws, rules, ordinances and regulations of all gove entd authorities having jurisdiction
applicable to domestic water systems, (iii) Utiliryshali maintain and repair the Chlorination
Facilities asnecessary to keep the Chlorination Facilities in good condition and repair; and (iv)
Utility-ShM'be responsible for all costs and expenses of operating, managing, maintaining
repairing and replacing the Chlorination Facilities, subject to the terms of paragraph 18. Utility
may delegate its obligations under this paragraph to another contractor experienced in the
operation, maintenance' and repair of water treatment systems, provided, however, that such
delegation shall not release Utility from its obligations under this paragraph

(c) FolloWing the transfer and conveyance of Production Well 3 to
Utility, Utility shall perform all water quality testing and monitoring of water delivered to the
Utility Meter as required by dl govemmentall authorities having jurisdiction. Utility will provide
copies of water quality test results to Developer. Talking Rock Golf will grant Utility access to
Production Well 3, Production Well 2 and Production Well 1 (as herein defined) to permit water
quality monitoring and testing by Utility as provided in the Easement

rd) Utility shall treat al] water delivered to the Utility Meter as
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necessary to meet water quality standards imposed by all regulatory agencies having jurisdiction,
as such standards may change from time to time. ALL W ATER PUMPED FROM
PRODUCTION WELL 3, PRODUCTION WELL 2 AND PRODUCTION WELL l SHALL BE
ACCEPTED BY UTILITY "AS IS," AND NEITHER DEVELOPER NOR TALKING ROCK
GOLF MAKE ANY REPRESENTATIONS OR W ARRANTIES OF ANY NATURE
REGARDING, NOR SHALL DEVELOPER OR TALKING ROCK GOLF BE IN ANY WAY
RESPONSIBLE FOR, THE QUALITY OR QUANTITY OF WATER AVAILABLE FROM
PRODUCTION WELL 3, PRODUCTION WELL 2 OR PRODUCTION WELL 1, EITHER
NOW OR IN THE FUTURE.

5
5
gI

(e) Utility shall be solely responsible for (i) the planning, design,
installation and construction of any and all parts, components, equipment or materials installed at
any location for the treatment of water ptunped from Production Well 3, Production Well 2 or
Production Well 1, excluding the Chlorination Facilities (the "Additional Treatment Facilities"),
and (ii) the planning, design, installation and construction of the piping, valves and other
facilities necessary to connect Production Well 1, Production Well 2 or Production Well 3 to any
Addidond Treatment Facilities (the "Additional Connection Facilities"). Neither Developer nor
Talldng Rock Golf shall have any obligation to pay any costs or expenses whatsoever related to
the..,planning, design, installation or construction of the Additional Treatment Facilities or the
Additional Connection Facilities, or any costs or expenses whatsoever related to the replacement
of any of the Chlorination Facilities, the Additional Treatment Facilities (if any), or the
Additional Connection Facilities (if any). Talking Rock Golf will allow Utility to construct and
install any Additional Treatment Facilities or Additional Connection Facilities at the Wellsite
and at the Adjacent Property and to operate, maintain, repair and replace the same, subject to the
terms of this Agreement, the Easement and the Chlorination Facilities Easement, provided.
however, that Utility shall comply with all fencing and landscaping requirements for the
Additional Treatment Facilities imposed by Talldng Rock Golf or Developer, and shall submit
the plans for the Additional Treatment Facilities and the Additional Connection Facilities to
Talldng Rock Golf and Developer for their approval, which will not be unreasonably withheld or
delayed, all as provided in the Easement and the Chlorination Facilities Easement. If  the
Additional Treatment Facilities are for Production Well l and must be located on the Adjacent
Property as reasonably determined by Utility, Talking Rock Golf will grant an easement to
Utility on, over, across and upon the Adjacent Property for such Additional Treatment Facilities
in form reasonably acceptable to Utility arid Talking Rock Gold The term "Treatment Facilities"
when used in this Well Agreement means the Chlorination Facilities, any Additional Treatment
Facilities and any Additional Connection Facilities.

E
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:(f ) Promptly otter Utility determines that Additional Treatment

Facilities are necessary and that Utility will install the Additional Treatment Facilities at the
Wellsite and/or at the Adjacent Property, Utility will notify Developer and Talking Rock Golf of
Utility's determination. Thereafter, Utility will design the Additional Treatment Facilities as
required under this paragraph and will submit the final plans and specifications to Developer and
Talidng Rock Golf for approval, as required under this paragraph. Utility iii also submit to
Developer and Talldng Rock Golf the final plans and specifications for any Additional
Connection Facilities necessary to connect the Production Wells to the Additional Treatment
Facilities

E

12. Maximum Amount; Flow Rate. In any calendar year, the ma>dmum total
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amount of water Utility may withdraw from the Production Wells transferred and conveyed to
Utility shall be 554 acre-feet ("Maximum Amount"). The Maximum Amount is based on the
expected annual domestic demand for water at the Property at full-build, plus twenty-five percent
(25%). In any calendar year, Utility shall not withdraw water from the Production Wells
transferred and conveyed to Utility in excess of the Maximum Amount. The Mardmum Amount
shall not include water wididrawn from a Production Well arid wheeled by Utility to the Golf
Course pursuant to paragraph 14 and shall not include water withdrawn §°orn a Production Well
and wheeled by Utility to the Property for construction purposes pursuant to paragraph 15. The
maximum flow ratemeasmed at Me Utility Meter that may reutilized by Utility for domestic
water purposes (the "Maximum Flow Rate") shall be the leSSer of (a) the actual combined
production capacity of the Production Wells transferred and conveyed to Utility at the particular
time in question under customary operating parameters, or (b) 687.5 rpm, which is based on the
peak daily demand for water at the Property at full buildout, plus twenty-five (25%). The
Maximum Flow Rate shall not include the flow rate of water withdrawn from a Golf Course
Wel1,@erein defined) or withdrawn from the Production Wells transferred and conveyed to
Utility and wheeled to the Golf Course Meter pursuant to paragraph 14 or withdrawn from the
Prodticdon Wells transferred arid conveyed to Utility and wheeled to construction meters at the
Property pursuant toparagraph 15. Utility shall have absolutely no right whatsoever to withdraw
water from the Production Wells transferred and conveyed to Utility in excess of the Maximum
Amount or to utilize water delivered to the Utility Meter for domestic water purposes at a rate in
excess of the Maximum Flow Rate.

13. Location of Use. Uti l i ty shal l  use dl water withdrawn f rom the
Production Wells transferred and conveyed to Utility (a) to serve customers located within the
Property; (b) to satisfy Talking Rock Golf's request for water for the Golf Course, to the extent
water is wheeled to the Golf Course from a Producion Well pursuant to paragraph 14, and (c) to
satisfy Developer's request for construction water wheeled under paragraph 15. Utility shall not
withdraw water from the Production Wells transferred and conveyed to Utility for any other
purpose, or deliver such water to any other location, or serve such water to any customers located
outside the Property.

3
l

14. Golf Course Water; Wheeling. Utility acknowledges that Talking Rock
Golf has constructed the Golf Course at the Property. Except as provided in the Main Extension
Agreement, Talldng Rock Golf will provide water to the Golf Course, as follows:

i
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(a) Developer has caused Production Well 1 to be constructed and
installed at the Adjacent Property, having an estimated production rate of 525 rpm, assuming
pumping for 12 hours per day independent of Production Well 2 and Production Well 3.
Developer has conveyed Production Well l and Production Well 2 to Talldng Rock Golf, along
with the PW-2 Connection Facilities and the piping, valves and other facilities necessary to
connect Production Well 1 to the Off-Site Main (the "PW-1 Connection Facilities"). Following
the conveyance of Production Well 3 to Utility, and without limiting its rights Under this
paragraph 14,Talking Rock Golf will deliver water from Production Well 1 and Producion Well
2 to the Golf Course to satisfy the landscape im'gation and lake fill demands at the Golf Course
Following the conveyance of Production Well 2 to Utility, and widiout limiting its rights under
this paragraph 14, Talldng Rock Golf will deliver water from Production Well l to satisfy the
landscape irrigation and lake fill demands at the Golf Course. The terms "landscape initiation
and "golf course irrigation" when used in this Well Agreement mean the irrigation of any and all
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landscaping located anywhere on the Golf Course, whether such landscaping is turf or non-turf,
and without regard to whether the water is delivered through sprinlders or drip irrigators or other
means. The term "Golf Course Wells" when used in this Well Agreement (i) means Production
Well 1 and Production Well 2, until such time as Tatlldng Rock Golf conveys Production Well 2
to Utility pursuant to this Well Agreement, and (ii), after Talldng Rock Golf conveys Production
Well 2 to Utility, means Production Well 1.

(b) Utility acknowledges that Developer had installed the PW-1
Convection Facilities, at the cost and expense of Developer. Developer submitted the design of
the PW-1 Connection Facilities to Utility for its approval, and Utility approved said design.
Developer has caused PW-1 Connection Facilities to be constructed and installed in substantial
accordance with the design for the same approved by Utility.

(c) Talking Rock Golf shall manage, operate, maintain, repair and
replace Production Well 1 and the PW-1 Connection Facilities at its sole cost and expense.
Talking Rock Golf shall manage, operate, maintain, repair and replace Production Well 2and the
PW-2 Connection Facilities, at its sole cost and expense, until Tadldng Rock Golf conveys
Production Well 2 and the PW-2 Connection Facilities to Utility. Talking Rock Golf shall
operate, manage, maintain and repair the Golf Course Wells, the Pw-l Connection Facilities and
the PW-2 Connection Facilities in accordance with standard utility practice applicable to
domestic water systems and in accordance with all laws, rules, ordinances and regulations of all
governmental authorities having jurisdiction applicable to domestic water systems ("Applicable
Law"), provided, however, that Tdldng Rock Golf shall have no obligation to test water pumped
from a Golf Course..Well or to treat water pumped from a Golf Course Well. Utility and Talking
RockfGOlf will periodically (not less than once per calendar year) meet and review standard
utility praetices and the Applicable Law pertinent to die operation, management, maintenance

repair of domestic wellS8and domestic water delivery systems. Tdldng Rock Golf will
utilize only personnel familiar with said standard utility practices and the Applicable Law in the
operation, management, maintenance and repair of die Golf Course Wells, the Pw-l Connection
Facilities and the PW-2 Connection Facilities. Eldlity may, at its request arid from time to time,
observe and, supervise Talking Rock Golfs operation, management, maintenance and repair of
the GolfCourse Wells, the Pw-l Connection Facilities and the PW-2 Correction Facilities to
ensure compliance with this paragraph.

(d) (i) Utility, Developer and Talking Rock Golf acknowledge and
agree that: (A) the total estimated production capacity of Production Well 2 and Production
Well 3 i than the Maximum Flow Rate of 687.5 rpm; (B) Utility will not need to use the
entire;-.pgoducdon capacity of Production Well 2 and Production Well 3 (as estimated) in order to
providedomestic water service to all customers within the Property; (C) even after full build-out
of the Property, during some hours of the day, there will be unused production capacity in the
Production Wells transferred and conveyed to Utility pursuant to this Agreement. For example,
and not by way of limitation, after full build-out of the Property, unused production capacity in
the Production Wells transferred and conveyed to Utility is likely to be available from
approidmately 10 p.m. of each day to approndmately 6 a.m.of the following day.

(i i) Upon request by Talking Rock Golf; Utility will allow
Talking=1Rock Golf to use the entire unused producion capacity of the transferred and conveyed
Production Wells available firm time to time to provide water to the Golf Course for golf course
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irrigation and lake-fill purposes. Utility shall reasonably determine the amount of the unused
production capacity of the Production Wells transferred and conveyed to Utility and the hours
during which such unused capacity exists. Utility will operate the transferred and conveyed
Production Wells, as agent for Talking Rock Golf, to allow water from the transferred and
conveyed Production Wells to be delivered to the Golf Course for landscape irrigation and lake
fill purposes during the hours that unused production capacity is available at the Production
Wells and up to due entire unused production capacity so available. Talldng Rock Golf may
request the use of the unused production capacity at any and all Production Wells transferred and
conveyed to Utility. Talking Rock Golf may request the use of the unused production capacity at
a Production Well even if Talldng Rock Golf is not using the entire production capacity of the
Golf Course Wells. Whilea Production Well is used for both domestic water service and for
golf course irrigation and lake-fill purposes at the Golf Course, Talldng Rock Golf and Utility
will share the costs of operation, maintenance and repair of die Production Well as provided in
paragraph l8(c).

(ii i) Utility shall charge Talking Rock Golf a Wheeling Charge
for the amount of water withdrawn from the transferred and conveyed Production Wells and
delivered to the Golf Course pursuant to Ms subparagraph, billed and paid as provided in
subparagraph 14(f) and paragraph 19. Utility's willingness to allow Talking Rock Golf to use
the unused capacity in the Production Wells transferred and conveyed to Utility and to operate
the Producion Wells transferred and conveyed to Utility for the benefit of Talking Rock Golf is
in consideration of Developer's installation of the Production Wells and Developer's and Talldng
Rock Golf's willingness to convey Production Well 3 and Production Well 2 entirely to Utility,
rather than conveying an undivided tenant-in-common interest in the Production Wells to Utility.

(e) Except as provided below, following the transfer and conveyance
of Producion Well 3 to Utility pursuant to paragraph 3, Utility shall wheel up to 400 acre-feet
peryeat of water for golf course im'gation and lake-fill purposes through the Off-Site Main, the
Pump Station and the storage and domestic delivery system at the Property to a water meter
instal led by Developer at the golf  course storage lake (the "Golf  Course Meter").
Notwithstanding the foregoing, during calendar year 2003, Utility shall wheel up to 5 lb acre feet
of water to the Golf Course Meter for golf course irrigation and lake-fill purposes, Utility
acknowledging that such greater amount of water is necessary for landscape grow-in purposes.
The wheeled water shall include water produced at the Golf Course Wells and water produced at
the Producion Wells transferred and conveyed to Utility that have unused production capacity as
provided inparagraph l4(d). The Treatment Facilities, the Off~Site Main, the Pump Station and
the storage and domestic delivery system at the Property have been and will be sized to
accommodate the peak water deliveries for the Golf Course and for domestic water service to
customers within the Property. Utility will operate the Treatment Facilities, the Off-Site Main
the Pump Station and the storage and domestic delivery system at the Property, as agent for
Talking Rock Golf, to allow water to be wheeled from the Production Wells transferred and
conveyed to Utility and the Golf Course Wells for landscape irrigation and lake-fill purposes at
the Golf Course as provided in this paragraph 14. Except during emergency situations described
in paragraph 14(il, therlow rate as measured at the Utility Meter of the water that Utility must
wheel through the Off-Site Main for golf course irrigation and lake-fill purposes and the flow
rate as measured at the Golf Course Meter of the water that Utility must wheel through the Pump
Station and the storage and domestic water delivery system of the Property for golf course
initiation and lake-fill purposes shall be the lesser of (i) the flow rate requested by Talking Rock
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Golf, or (ii) the actual production rate of the Golf Course Wells at the particular time in question,
plus the combined unused production capacity of the transferred and conveyed Production Wells
at die particular time in question, or (iv) 925. rpm. Utility acknowledges and agrees that the
transfer and conveyance of the Chlorination Facilities may occur after Utility has commenced
wheeling water from the Golf Course Wells to the Golf Course as provided herein.

(f ) In consideration of the agreement of Utility to wheel water to the
Golf Course, Talldng Rock Golf will pay Utility $10.00 per acre foot of water (the "Wheeling
Charge") wheeled from the transferred and conveyed Production Wells or the Golf Course Wells
through the Off-Site Main, the Pump Station and the Property's storage and domestic delivery
system to the Golf Course, as measured at the Golf Course Meter. The Wheeling Charge shall
increase as of January 1, 2004 and on January l of each calendar year thereafter in accordance
Mth the percentage increase in the Consumer Price Index as developed by the United States
Bureau of Labor Statistics (Consumer Price Index for Urban Consumers (U), 1982-1984 = 100,
U.S. City Average) (the "CPI") as of the relevant Adjustment Date over the CPI as of January l,
2001 (such increase is referred to as the "Inflation Adjustment"). The CPI will be determined as
of September 30 of each year (the "Adjustment Date'§), and Talking Rock Golf will notify
Utility, prior to December l of that year, of Talldng Rock Golfs calculation of the Inflation
Adjustment and the applicable price increase, if any, to be iMplemented as of the ensuing
January 1. If the CPI ceases to be published or available, Talking Rock Golf may select another
index that, in Talking Rock Golf's reasonable discretion, approximates the CPI, and such index
shall diereafterbe used instead of the CPI in calculating the applicable Inflation Adjustment
under this paragraph. If the CPI remains the same or if the CPI decreases for any given year, the
Wheeling Charge shall remain unchanged from the preceding year.

E
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(g) On a monthly basis, Talking Rock Golf  wil l pay Util ity the
Wheeling Charge for the amount of water wheeled from the transferred and conveyed Production
Wells or the Golf Course Wells to the Golf Course during the immediately-preceding billing
period. Each said payment shall be paid within fifteen (15) days after delivery of the calculation
of the Wheeling Charge pursuant to paragraph 19. If Talking Rock Golf fails to timely make a
payment of a Wheeling Charge under the subparagraph, and Talldng Rock Golf does not cure
such failure within ten (10) days after Talldng Rock Golf receives written notice from Utility of
such failure, Utility may refuse to wheel water from the transferred and conveyed Production
Wells or the Golf Course Wells to the Golf Course until such time as Talldng Rock Golf pays the
delinquent amount to Utility.

i
I
I

i
i
I
i

(h) Other than the payment of the Wheeling Charge and the amounts
due under paragraph 18, neither Developer, nor Talldng Rock Golf, nor any successor or assign
of either of them shall have any obligation to pay for the delivery of water wheeled to the Golf
Course pursuant to this Agreement, or to pay for die operation, maintenance, repair or
replacement of any facilities used in the wheeling of water to the Golf Course pursuant to this
Well Agreement, including the Treatment Facilities, the Off-Site Main, the Pump Station and the
storage and delivery system at the Property.

(i) Utility acknowledges and agrees that Talldng Rock Golf may
withdraw water tom the Golf Course Wells in any quantity and deliver such water to the Golf
Course for golf course irrigation and lake fill purposes, and this Agreement shall not, in any way,
affect or limit Talldng Rock Golfs right to so widmdraw and deliver water. The foregoing

¢
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sentence does not modify the limitations on the amount of water that Utility is obligated to wheel
underparagraph 14(e), or the maximum flow rate for wheeled water.

(j ) In the event that an emergency causes a reduction in the
transmission capacity of the Off-Site Main, or a reduction in the treatment capacity of the
Treatment Facilities, or a reduction in the storage or delivery capacity of the Pump Station or any
other component of the domestic water system at the Property and such reduction causes a
shortage of water for domestic delivery to Utility customers located at the Property,(i) Utility
may Use so much of the transmission capacity of the Off-site Main or the treatment capacity of
the Treatment Facilities, or the storage or delivery capacity of the Pump Station and all other
components of the domestic water system at the Property (as the case may be) as is necessary to
satisfy the domestic water demands of Utility's customers located at the Property, for so long as
the emergency exists, and (ii) Utility will use the remaining transmission capacityof the Off-Site
Main, or the remaining treatment capacity of the Treatment Facilities, or the remaining storage or
delivery capacity of the Pump Station and the other components of the domestic water system at
the Property (as the case may be) to wheel water for golf course irrigation pursuant to this
paragraph. Utility will immediately take such actions as are necessary to restore the transmission
capacity of the Off-Site Main, or the treatment capacity of the Treatment Facilities, or the
remaining storage or delivery capacity of the dornesdc water system at the Property (as the case
may be) to the capacity that existing prior to the occurrence of the emergency.

15. Construction Water, Wheeling.
Property for construction purposes, as follows:

Developer will provide water to the

(a) water f irm
At Deva]oper's request, Utility will

are used for both domestic water service and for
. will charge Talking

at>eration, maintenance and repair of the Production Wells as provided in paragraph 18(b) and
(al.

ProdUction Wells for construction purposes at the Property.

purposes.
coNstruction purposes, Utility

Developer ~may use the transferred and conveyed

operate the transferred and conveyed Production Wells as Developer's agent to allow water from
the transferred and conveyed Production Wells to be delivered to the Property for construction

While the Production Wells
Rock Golf for a share of the costs of

(b) Utility shall wheel up to 125 acre-feet per year of water for
construction purposes through the Off-Site Main, the Pump Station and the storage and domestic
delivery system at the Property to construction meters to be installed at the Property. Utility will
operate the Treatment Facilities, the Off-Site Main, the Pump Station and the storage and
domestic delivery system at the Property, as agent for Developer, to. allow water to be wheeled
from the Production Wells transferred and conveyed to Utility for construction ptuposes at the
Property. Except in emergency situations described in .paragraph l5(f), the flow rate as
measured..at the construction meters of the feater that Utility must wheel through the Pump
Station and the storage and domestic water delivery system of the Property. for construction
purposes shall=»=be the lesser of (i) the flow rate requested by Developer, Or (ii) theactud
combinedproduction capacity of the transferred and conveyed Production Wells at the particular
time in question, less the production rate necessary to satisfy then-existing domestic water
demands, and less the production rate necessary to satisfy Talking Rock Golf's requests for the
use of unused production capacity Ar the transferred and conveyed Production Wells pursuant to
paragraph 14(d).
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(c) In consideration of the agreement of Utility to wheel water to the
Property for construction purposes, Developer shall cause Talking Rock Golf to pay Utility the
Wheeling Charge for water wheeled from the transferred and conveyed Production Wells
through the Off-Site Main, the Pump Station and the Property's storage and domestic delivery
system to the Property for construction purposes, as measured at the construction meters.

(d) On a monthly basis, Developer will pay or cause Talking Rock
Golf to pay Utility the Wheeling Charge for the amount of water wheeled from the transferred
and conveyed Production Wells to the Property for construction purposes during the
immediately-preceding billing period. Each said payment shall be paid within fifteen (15) days
after delivery of the calculation of the Wheeling Charge pursuant to paragraph 19. If Developer
or Talldng Rock Golf fails to timely make a payment of a Wheeling Charge under the
subparagraph, and Developer does not cure or cause Talldng Rock Golf to cure such failure
within ten (10) days after Developer and Talldng Rock Golf receive written notice from Utility
of such failure, Utility may refuse to wheel water from the Production Wells for construction
purposes until such time as Developer pays or causes Talking Rock Golf to pay the delinquent
amount to Utility.

(e) Other than the payment of the Wheeling Charge and the amounts
due under paragraph 18, neither Developer, nor Talking Rock Golf; nor any successor or assign
of either of them shall have any obligation to pay for the delivery of water wheeled to the
Property for construction purposes pursuant to this Agreement, or to pay for the operation,
maintenance, repair or replacement of any facilities used in the wheeling of water to the Property
for construction purposes pursuant to this Agreement, including the Off-Site Main, the Pump
Station and the storage and delivery system at the Property.

(f ) In the event that an emergency causes a reduction in the
transmission capacity of the Off-Site Main, or a reduction in the treatment capacity of the
Treatment Facilities, or a reduction in the storage or delivery capacity of the Pump Station or any
other component of the domestic water system at the Property and such reduction causes a
shortage of water for domestic delivery to Utility customers located at the Property, (i) Utility
may use so much of the transmission capacity of the Off-sité Main, or the treatment capacity of
the Treatment Facilities, or die storage or delivery capacity of the Pump Station an all other
components of domestic water system at the Property (as the case may be) as is necessary to
satisfy the domestic water demands of Utility's customers located at die Property, for so long as
the emergency exists, and (ii) Utility will use the remaining transmission capacity of the O8-Site
Main, or the remaining treatment capacity of the Treatment Facilities, or the remaining storage or
delivery capacity of the Pump Station and all other components of the domestic water system at
the Property (as the case may be) to wheel water for golf course initiation pursuant to paragraph
L4, and~(iii) after satisfying the demands for water described in paragraphs 15(f)(i) and (ii),
Utility will use any remaining transmission capacity of the Off-Site Main or any remaining
treatment capacity of the Treatment Facilities, or any remaining storage or delivery capacity of
the Pump Station and the other components of the domestic water system at the Property (as the
case may be) to wheel water to the Property for construction purposes pursuant to this paragraph.

16. Additional Wells. Tadldng Rock Land,  Tdldng Rock Gol f  or
Developer may drill and equip an additional well or wells at the Property for use in supplying
construction water to the Property or for use in supplying golf course irrigation and lake fill

i
i
i
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water. Following the completion of such additional well or wells, Utility and the owner of the
well will negotiate in good faith for the wheeling by Utility of the water produced for such
additional well or wells on terms substantially similar to those contained herein, provided,
however, that (a) except as provided below, Utility reasonably determines that there is available
capacity in the Off-Site Main, the Pump Station and other components of the storage and
delivery system at the Property at the time of day water would be wheeled from such additional
well or wells, and (b) Utility reasonably determines that the quality of the water produced from
such additional well or wells (after treatment with chlorination facilities similar to those installed
by Talldng Rock Golf at the Wellsite) is acceptable. Notwithstanding the foregoing, if such
additional well or wells is for use in supplying golf course irrigation and lake fill water, and the
owner of such well or wells agrees that the flow rate that Utility must wheel through the Off-Site
Main, the Pump Station and odder components of the storage and delivery system at the Property
to the Golf Course shall not exceed 925 rpm (as provided in paragraph l4(e)), Utility shall
determine that Mere is available capacity in the Off-Site Main, the Pump Station and the other
components of the storage and delivery system at the Property to wheel water from such
additional well or wells.

17. Term. The term of this Agreement shall be perpetual. In the event Mat
the continuing effect of this Agreement is determined to be unenforceable by a court of
competent jurisdiction, then the initial term of this Agreement shall .be one hundred hzventy (120)
years, commencing on the date hereof Thereafter, the term of this Agreement shall be extended,
automatically and without notice, for consecutive periods of twenty-iive (25) years each after the
initial one hundred twenty (120) year period has expired.

18. Costs and Expenses.

(a) Wells Owned and Used by One Party. TaJldngRock Golf shall be
solely responsible for the costs and expenses of the operation, maintenance and repair of the Golf
Course Wells. Except as provided in paragraph l8(c), Utility shall be solely responsible for the
costs and e>q>enses of the operation, maintenance and repair of the Production Wells transferred
and conveyed to Utility

I

(b) Additional Treatment Facilities In the ev ent  that  Ut i l i t y
installs Additional Treatment Facilities for the treatment of water withdrawn solely from a Golf
Course Well, Tailldng Rock Golf shall be solely responsible for the costs and expenses of the
operation, maintenance and repair of such Additional Treatment Facilities. Except as provided
in paragraph 18(c),Utility shall be solely responsible for the costs and expenses of the operation,
maintenance and repair of Additional Treatment Facilities installed by Utility for the treatment of
water withdrawn solely from Production Wells transferred and conveyed to Utility

(c) WellS Jointlv Used. For each transferred and conveyed Production
Wellftliatlltility allows Talldng Rock Golf to use to provide water to the Golf Course pursuant
to paragraph 14(d) during a particular calendar year or allows Developer to use for construction
purposes pursuant to paragraph 15 during a particular calendar year, Utility and Talldng Rock
GOlflwill.==share the costs and expenses of the operation, maintenance and repair of that
PrOductionWell and the costs and expenses of the operation, maintenance and repair of any
Additional Treatment Facilities installed solely for the treatment of water from dirt Production
Well. aSfollows
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(i),-"- Fixed Monthly Fee) On or before the first day of each
month, commencing with the firSrrnonth atlteEDéVeloper transfers and conveys Production Well
3 to Utility, Talking Rock Golf will pay Utility the Fixed Monthly Fee (herein defined) as a
reasonable estimate of Talking Rock Golf's proportionate share of the Well OM&R Costs
(herein defined) for the transferred and conveyed Production Wells incurred or to be incurred
during the calendar year in question. "Fixed Monthly Fee" means§l,250.0(Lf6r the year 2003.
Thereafter, the Fixed Monthly'Fee may be adjusted by Utility fiolmore§equently than once per
calendar year by Utility providing written notice of an adjustment in the Fixed Monthly Fee to
Talking Rock Golf, along with evidence justifying the adjustment in the Fixed Monthly Fee,
such as, for example, the Well OM&R Costs for prior calendar years, or changes in the amount
of water wheeled from the transferred and conveyed Production Wells to die Golf Course under
paragraph 14 or for construction purposes underparagraph 15. The adjusted Fixed Monthly Fee
shall thereafter be due commencing either (A) on the first day of the first month following
Talldng Rock Golf's receipt ofdte notice of said adjustment, or (B) on the first day of the second
month following Talking Rock Golf's receipt of the notice of said adjustment, if Talking Rock
Golf receives the notice of said adjustment on a date that is less than ten (10) days prior to the
first day of the first month following Talidng Rock Golf's receipt of die notice of said
adjustment.

(ii) Actual Proportionate Share. Talldng Rock Golfs actual
proportionate share of the Well OM&R Costs for a calendar year for the Production Wells
governed by this paragraph l8(c) shall be an amount equal to (A) the total amount of Well
OM&R Costs incurred by Utility with respect to the transferred and conveyed Production Wells
for the calendar year; (B) multiplied by a fraction, (I) the numerator of which shall be the amount
ofwater measured at the Golf Course Meter and at construction meters during the calendar year,
less the amount of water withdrawn from the'Golf Course Wells during the calendar year, and
(II) the denominator of which shall be the amount of water measured at the Utility Meter during
the calendar year, less the amount of water withdrawn from that Golf Course Wells during the
calendar year,

S

5

(iii) On or before January 3151 of each calendar year,
commencing in 2004, Talking Rock Golf will deliver to Utility the meter readings for the Golf
Cdiir§e."Wells, indicating the amount of water withdrawn from the Golf Course Wells during the
preceding calendar year.. i;

(d) Run1p*Station. Utility and Tadldng Rock Golf will share the costs
and expenses of the operation, maintenance and repair of the Pump Station, as follows:

t
3

i
I
2

(i) Fixed Pump Station Fee On or before the first day of
each month, commencing with the first month alter Developer transfers and conveys Production
Well 3 to Utility, Talldng Rock Golf will pay Utility the Fixed Pump Station Fee (herein
defined) as a reasonable estimate of Talking Rock Golfs proportionate share of the Pump
Station OM&R Costs (herein defined) for the Pump Station incurred or to~be..jncurred during the
calendar year in question. "Fixed Pump Station Fee" means sz50.Q0,4*ot the year 2003
Thereafter, the Fixed Pump Station Fee may be adjusted by Utility nO more frequently than once
per calendar year by Utility providing written notice of an adjustment in the Fixed Pump Station
Fee to Talldng Rock Golf, along with evidence justifying the adjustment in the Fixed Pump
Station Fee, such as, for example, the Pump Station OM&R Costs for prior calendar years, or
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changes in the amount of water wheeled to the Golf Course under paragraph 14 or for
construction purposes underparagraph 15. The adjusted Fixed Pump Station Fee shall thereafter
be due commencing either (A) on the first day of the first month following Talking Rock Golf's
receipt of the notice of said adjustment, or (B) on the first day of the second month following
Talldng Rock Golf's receipt of the notice of said adjustment, if Talldng Rock Golf receives the
notice of said adjustment on a date that is less than ten (10) days prior to the first day of the first
month following Talking Rock Golf"s receipt of the notice of said adjustment.

(ii) Actual Proportionate Share. Tatlldng Rock Goif's actual
proportionate share of the Pump Station OM&R Costs for a calendar year shall be an amount
equal to (A) the total amount of Pump StationOM&R Costs incurred by Utility for the calendar
year, (B) multiplied by a fraction, the numerator of which shall be the amount of water measured
at the Golf Course Meter and at Construction meters during the calendar year, and the
denominator of which shall be the amount of water measured at the Utility Meter during the
calendar year.

(iii) Alternative Calculation. Notwithstanding the foregoing, if
Talking Rock Golf installs a separate water transmission line for the delivery of water withdrawn
from the Golf Course We1l(s) directly to the Golf Course and does not utilize the Off-Site Main
during the course of a calendar year to deliver water withdrawn from the Golf Course Well(s) to
the Golf Course, then Talking Rock Golils actual proportionate share of the Pump Station
OM&R Costs for that calendar year shall be an amount equal to (A) the total amount of Pump
Station OM&R costs incurred by Utility for the calendar year; (B) multiplied by a fraction, (I)
the numerator of which shall be the amount of water measured at the Golf Course Meter and the
construction meters during the calendar year, less the amount of water withdrawn from the Golf
Course Wells during the calendar year, and (II) the denominator of which shall be the amount of
water measured at the Utility Meter during the calendar year.

(e) Treatment Facilities. Talking Rock Golf will pay all costs and
expenses of the operation, maintenance and repair of those Additional Treatment Facilities,fif
any, installed by Utility and used to treat water withdrawn solely from a Golf Course Well, and
Utilitysandialdng Rock Land willshare the costs and expenses of the operation, maintenance
ancl<repaii"of'the Treatment Facilities used to treat water withdrawn fromProduction Wells and
Golf'Course Wells, including the Chlorination Facilities, as follows:

r .

(i) Fixed Treatment Fee. On or before the first day of each
month, commencing with the first month after Talldng Rock Golf transfers and conveys the
Chlorination Facilities to Utility, Talldng Rock Golf will pay Utility the Fixed Treatment Fee
(herein defined) as a reasonable estimate of the Golf Course Well Treatment OM&R Costs
(herein defined) and of the Shared Well Treatment OM&R Costs (herein defined) incurred or to
be incurred during the calendar year in question. "Ei>g§¢c1..Treatxnent 12881;m.¢ans-s;.§0.06IEI*®th@
year 2003. Thereafter, the Fixed Treatment Fee may be adjusted by Uti1ity~~no--tifeqnenfly than
once per calendar year by Utility providing written notice of an adjustment in the Fixed
Treatment Fee to Talking Rock Golf; along with evidence justifying the adjustment in the Fixed
Treatment Fee, such as, for example, the Treatment OM&R Costs for prior calendar years, or
changes in the amount of water pumped from the Golf Course Wells. The adjusted Fixed
Treatment Fee shall thereafter be due commencing either (A) on the first day of the first month
following Talking Rock Golfs receipt of the notice of said adjustment, or (B) on the first day of
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the second month following Talking Rock Golf's receipt of the notice of said adjustment, if
Talking Rock Golf receives notice of said adjustment on a date that is less than ten (10) days
prior to the first day of the first month following Talking Rock Golf's receipt of the notice of
said adjustment.

(i i) Actual Proportionate Share. Talldng Rock Golf 's actual
proportionate share of the Shared Treatment OM&R Costs for a calendar year shall be an amount
equal to (A) the total amount of Shared Treatment OM&R Costs incurred by Utility for the
calendar year; (B) multiplied by a fraction, the numerator of which shall be the amount of water
measured at the Golf Course Meter and at construction meters during the calendar year, and the
denominator of which shall be the amount of water measured at the Utility Meter during the
calendar year.

f

z
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. (i i i) Alternative Calculation. Notwithstanding the foregoing, if
Talking Rock Golf installs a separate water transmission line for the delivery of water withdrawn
from the Golf Course Well(s) directly to the Golf Course and does not utilize the Off-Site Main
during the course of a calendar year to deliver water withdrawn from the Golf Course Well(s) to
the Golf Course and does not utilize the Treatment Facilities to treat the water Withdrawn from
the Golf Course Wells and delivered to the Golf Course, then Talking Rock Golf's actual
proportionate share of the Shared Treatment OM&R Costs for that calendar year shall be an
amount equal to (A) the total amount of Shared Treatment OM&R costs incurred by Utility for
the calendar year; (B) multiplied by a fraction, (I) the numerator of which shall be the amount of
water measured at the Golf Course Meter and the construction meters during the calendar year,
less the amount of water withdrawn from the Golf Course Wells during the calendar year, and
(II) the denominator of which shall be the amount of water measured at the Utility Meter during
the calendar year.

i
!
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I
i
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(f ) Annual Calculation - Well OM&R Costs. On or before February
l'54'of each calendar year, Utility will deliver to Talking Rock Golf copies of all invoices and
receipts related to Well OM&R . Costs for the preceding calendar year pertaining to the
Production Wells governed by paragraph l8(c), dong with Utility's calculation of Talking Rock
Golf's actual proportionate share of the Well OM&R CostS for the Production Wells for the
preceding calendar year calculated pursuant to paragraph l8(c)(ii), information on the meter
readings used in the calculation, and the amount of any underpayment or overpayment of Well
OM&R Costs, tddng into account the Fixed Monthly Fee paid by Talldng Rock Golf during the
calendar year in question. Utility shall reimburse to Talking RoCk Golf any overpayment by
Talking Rock Golf of Well OM&R Costs at the time that Utility delivers the foregoing
information and materials to Tadldng Rock Golf. Within ftiiteen (15) days after Talking Rock
Golf's receipt of the foregoing information and materials, Talldng Rock Golf shall pay to Utility
the amount of any underpayment of Talldng Rock Golf's actual proportionate share of Well
OM&R Costs, without deduction or offset from the underpayment. Notwithstanding the
foregoing, Talldng Rock Golf may pay any underpayment amount or accept any overpayment
amount under protest, reserving any and all rights it may have against Utility in the event that
Talldng Rock Golf disputes the calculation of Talking Rock Golf's actual proportionate share of
Well OM&R Costs. If Talking Rock Golf fails to timely pay the Fixed Monthly Fee under
paragraph 18(c)(i) or the amount of any underpayment of Talking Rock Golfs actual
proportionate share of Well OM&R Costs under this subparagraph, and Talldng Rock Golf does
not cure such failure within ten (10) days after Talking Rock Golf receives written notice from
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Utility of such failure, Utility may refuse to wheel water from the transferred and conveyed
Production Wells or the Golf Course Wells to the Golf Course until such time as Talldng Rock
Golf pays the delinquent amount to Utility.

(i) "Well OM&R Costs" means any and all costs and expenses
of using, operating, maintaining and repairing the transferred and conveyed Production Wells or
the Additional Treatment Facilities, if any, installed to treat water withdrawn solely from the
transferred and conveyed Production Wells, including without limitation, electricity charges,
water quantity measurement and monitoring costs; water quality testing and monitoring costs,
water quality treatment costs, personnel costs; supplies; taxes and fees, insurance, and
administration and billing costs. Well OM&R Costs do not include Capital Costs (defined
below).

(i i) Capital Costs. Neither Developer nor Talking Rock Golf
shall have any obligation to pay any costs or expenses whatsoever related to planning, design,
installation or construction of any parts, components, equipment or materials installed at the
transferred and conveyed Production Wells, after the transfer and conveyance of the Production
Well in question to Utility, which are considered capital in nature under generally accepted
accounting principles (the "Capital Costs"), whether or not such parts, components, equipment or
materials are replacements of currently-existing parts, components, equipment or materials at the
transferred and conveyed Production Wells, and whether or not such pans, components,
equipment and material are considered Treatment Facilities or replacements of Treatment
Facilities. Utility shdl be solely responsible for the payment of all Capital Costs, Utility
acknowledges and agrees that Developer's installation of the Production Wells, at Developer's
cost, is a sufficient contribution to capital by Developer and Talking Rock Gold

i
)
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(g) Annual Calculation - Pump Station OM&R Costs.  On or before
February 15'" of each calendar year, Utility will deliver to Talking Rock Golf copies of all
invoicesrand receipts related to Pump Station OM&R Costs for the preceding calendar year
along with Utility's calculation of Talking Rock Golfs actual proportionate share of the Pump
Station OM&R Costs for the preceding calendar year calculated pursuant to paragraph 18(d)(ii)
or (i i i), information on the meter readings used in the calculation, and the arnotnit of any
underpayment or overpayment of Pump Station OM&R Costs, taking into account the Fixed
Pump Station Fee paid by Talldng Rock Golf during the calendar year in question. Utility shall
reimburse to Talldng Rock Golf any overpayment by Talldng Rock Golf of Pump Station
OM&R Costs at the time that Utility delivers the foregoing information and materials to Talking
Rock Golf. Within fifteen (15) days after Talking Rock Golf's receipt of the foregoing
information arid materials, Talldng Rock Golf shall pay to Util ity the amount of any
underpayment of Tadldng Rock Golfs aotud proportionate share of Pump Station OM&R Costs
without deduction or offset from the underpayment. Notwithstanding die foregoing, Talldng
Rock Golf may pay any underpayment amount or accept any overpayment amount under protest
reserving any and all rights it may have against Utility in the event that Talldng Rock Golf
disputes the calculation of Talking Rock Golfs actual proportionate share of Pump Station
OM&R Costs. If Talking Rock Golf fails to timely pay the Fixed Pump Station Fee under
paragraph 18(d)(i) or the amount of any underpayment of Talldng Rock Goofs actual
proportionate share of Pump Station OM&R Costs under this subparagraph, and Talldng Rock
Golf does not cure such failure within ten (10) days alter Talking Rock Golf receives written
notice from Utility of such failure, Utility may refuse to wheel water from the transferred and

L
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conveyed Production Wells or the Golf Course Wells to the Golf Course until such time as
Talking Rock Golf pays the delinquent amount to Utility.

(i ) "Pump Station OM&R Costs" means any and all costs and
expenses of using, operating, maintaining and repairing the Pump Station, including without
limitation, electricity charges, supplies, personnel costs, taxes and fees, insurance; and
administration and billing costs. Pump Station OM&.R Costs do not include Pump Station
Capital Costs (defined below).

(i i) Capital Costs. Neither Developer nor Talking Rock Golf
shall have any obligation to pay any costs or expenses whatsoever related to planning, design,
installation or construction of any parts, components, equipment or materials installed at the
Pump Station, after the initial installation of the Pump Station, which are considered capital in
nature under generally accepted accounting principles (the "Pump Station Capital Costs"),
whether or not such parts, components, equipment or materials are replacements of currently-
existing parts, components, equipment or materials at the Pump Station. Utility shall be solely
responsible for the payment of all Pump Station Capital Costs. Utility acknowledges and agrees
that Developer's installation of the Pump Station, at Developer's cost, is a sufficient contribution
to capital by Developer and Talldng Rock Golf.

J

(h) Annual Calculation - Treatment OM&R Costs. On or before
February 15"' of each calendar yea, Utility will deliver to Talking Rock Golf copies of all
invoices and receipts related to Treatment OM&R Costs for the preceding calendar year, along
with Utility's calculation of Talldng Rock Golf's actual proportionate share of the Shared
Treatment Costs for the preceding calendar year calculated pursuant to paragraph 18(e)(ii) or
(iii), information on the meter readings used in the calculation, and of the amount of any
underpayment or overpayment of Treatment OM&R Costs, taking into account the Fixed
Treatment Fee paid by Talking Rock Golf during the calendar year in question. Utility shall
reimburse to Talldng Rock Golf any overpayment by Tadldng Rock Golf of Treatment OM&R
Costs at the time that Utility delivers the foregoing information and rnaterids to Talldng Rock
Golf Within fifteen (15). days after Talking Rock Golf's receipt of the foregoing information
and materials, Tadldng Rock Golf shall pay to Utility the arnount of any underpayment of
Talldng Rock Golf's actual proportionate share of Treatment OM&R Costs, without deduction or
offset from the underpayment. Notwithstanding the foregoing, Talldng Rock Golf may pay any
underpayment amount or accept any overpayment amount under protest, reserving any and all
rights it may have against Utility in the event that»Talking Rock Golf disputes the calculation of
Talking Rock Golf's actual proportionate share of Treatment OM&R Costs. If Talldng Rock
Golf fails to timely pay the Fixed Treatment Fee under paragraph l8(e)(i) or the amount of any
underpayment of the actual Treatment OM&R Costs under this subparagraph, and Talking Rock
Golf does not cure such failure within ten (10) days after Talldng Rock Golf receives written
notice Born Utility of such failure, Utility may refuse to wheel water Nom the Golf Course Wells
to the Golf Course until such time as Talldng Rock Golf pays the delinquent amount to Utility.

. (i) "Golf Course Well Treatment OM&R Costs" means any
and all costs and expenses of using, operating, maintaining and repairing the Additional
Treatment Facilities, if any, used to treat water withdrawn solely from a Golf Course Well,
including without limitation, electricity charges; water quality testing and monitoring costs;
water quality treatment costs; supplies, personnel costs, taxes and fees, insurance, and
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administration and billing costs. Golf Course Well Treatment OM&R Costs do not include
Treatment Capital Costs (defined below).

(i i ) "Shared Well Treatment OM&R Costs" means any and all
costs and expenses of using, operating, maintaining and repairing the Treatment Facilities,
including the Chlorination Facilities, used to treat water withdrawn from the Production Wells
and the Golf Course Wells, including without limitation, electricity charges; water quality testing
and monitoring costs, water quality treatment costs; supplies, personnel costs, taxes and fees,
insurance; and administration and billing costs. Shared Well Treatment OM&R Costs do not
include Treatment Capital Costs (defined below).

(i i i ) "Treatment OM&R Costs" means the Golf Course Well
Treatment OM&R Costs for a particular year plus the Shared Well Treatment OM&R Costs for
the particular year.

(iv) Capital Costs. Neither Developer nor Talldng Rock Golf
shall have any obligation to pay any costs or expenses whatsoever related to planning, design,
installation or construction of any parts, components, equipment or materials installed as
Treatment Facilities, which are considered capital in nature under generally accepted accounting
principles (the "Treatment Capital Costs"), including any parts, components, equipment or
materials that are replacements of the parts, components, equipment or materials installed as part
of the Chlorination Facilities. Utility shall be solely responsible for the payment of all Treatment
Capital Costs. Utility acknowledges and agrees that the installation of due Chlorination Facilities,
at Talking Rock Golf's cost, is a sufficient contribution to capital by Developer and Talking
Rock Golf_

19. Practices and Procedures, Meter Reading; Access to Meters. Utility,
Developer and Talldng Rock Golf will develop practices and procedures for the ordering of
water and the operation of the transferred and conveyed Production Wells, the Golf Course
Wells, the Treatment Facilities, the Off-Site Main, the Pump Station and the storage and
distribution system at the property, with the intent that (a) sufficient water is pumped from the
transferred conveyed Production Wells and delivered to the Property to satisfy, in full and at
all times, the domestic water demands at the Property, consistent with the terms, conditions and
limitations of this Agreement; (b) sufficient water is pumped from the transferred and conveyed
Production Wells and the Golf Course Wells and wheeled to the Golf Course to satisfy, in full
and at all times, the demands for golf course irrigation and lake-till water at the Golf Course
consistent viii the terms, conditions and limitations of this Agreement, and (c) sufficient water
is pumped from the transferred and conveyed Production Wells and wheeled to the Property to
satisfy, in full and at all times, the construction water demands at the Property, consistent with
die terms,-"Conditions and limitations of this Agreement. Ono monthly basis, Utility will provide
DeVeloper and Talldng Rock Golf with (i) meter readings from the Utility Meter, the Golf
Gourse Meter, andthe construction meters, (ii) ~a calculation of the amount of water provided for
domestic purposes equal to the water measured at the Utility Meter less the water measured at
the Golf Course Meter and the construction meters, (iii) a calculation of the Golf Course
Whee1ing Charge for the billing period in question, equal to the Wheeling Charge multiplied by

amount of water delivered to the Golf Course Meter during the billing period, and (iv) a
culation of the construction Wheeling Charge for die billing period in question, equal to the

Wheeling Charge multiplied by the amount of water delivered to the construction meters during
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the billing period. Utility wit] allow Developer and Talking Rock Golf monthly access to the
Utility Meter for the purpose of reading the Utility Meter. Talking Rock Golf will allow
Developer and Utility monthly access to the Golf Course Meter for the purpose of reading die
Golf Course Meter. Developer will cause Talking Rock Land to allow Developer and Utility
monthly access to the construction meters for the purpose of reading the construction meters.
Developer or Talking Rock Golf may request that Utility calibrate and adjust the Utility Meter
not more frequently than twice per calendar year, and Utility will so calibrate and adjust (if
necessary) the Utility Meter, at the cost of Talldng Rock Gold Utility may request that Talking
Rock Golf calibrate and adjust the Golf Course Meter not more frequently than twice per
calendar year, and Talking Rock Golf, at its cost, will so calibrate and adjust (if necessary) the
Golf Course Meter.

20. Scheduled Shutdowns. Utility may shut down any of the transferred and
conveyed Production Wells, the Treatment Facilities, the Of?-Site Main or any other facilities
transferred and conveyed to Utility pursuant to this Agreement, for inspection, maintenance and
repair, or for the installation of capital replacements, or in the event of an emergency. For
scheduled shutdowns, Utility will use reasonable efforts to schedule such shutdowns at times that
will minimize adverse impacts on the operation of the Golf Course Wells. Utility shall diligently
complete any inspection, repair or maintenance of the Production Wells, the Treatment Facilities,
the Off-Site Main or the other facilities transferred and conveyed to Utility pursuant to this
Agreement. Interruption of use shall not render Utility liable to Developer or Talking Rock Golf
for damages. Utility will provide Developer and Talldng Rock Golf with written notice of a
shutdown of the transferred and conveyed Production Wells, the Treatment Facilities, the Off~
Site Main or the other facilities transferred and conveyed pursuant to this Agreement, as the case
may be, not less than ten (10) business days prior to the shutdown, except in the event of an
emergency, in which event no prior notice of the shutdown will be required. In the event of an
emergency, Utility will immediately take such actions as are reasonably necessary to restore the
Production Well or Wells, the Treatment Facilities, the Off-Site Main or the other facilities
transferred and conveyed pursuant to this Agreement, as the case may be, to pre-emergency
operation.

21. Non-Discrimination Provision. Utility covenants and agrees to treat
Developer in a non-discriminatory manner. Utility shall, as a prerequisite to providing service,
require all future homebuilders and/or developers contributing or advancing water supply to
Utility to serve customers in Utility's certificated service area, to convey ownership of all
production we1l(s) used to supply water to Utility.

22. No Public Dedication. The transfer and conveyance of a Production Well,
the Chlorination Facilities, the Off-Site Main or any other property to Utility shad] not have the
effect of dedicating the Wellsite, the Adjacent Property, any of the Property or any other real
property owned by Developer or Talking Rock Golf to any public use or purpose.

23. Estoppel Cerdticate. A party shall at any time and from time to time upon
not less than ten (10) days prior written notice from the other party execute, acknowledge and
deliver to the requesting party a statement in writing (a) certifying that this Agreement is
unmodified and in 13111 force and effect (or if modified, stating the nature of such modification
and certifying that this Agreement, as so modified, is in fill] force and effect), and the date to
which amounts due hereunder are paid in advance, if any; (b) acknowledging that there are not,
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to the knowledge of the certifying party, any uncured defaults on the pan of the other party
hereunder, or specif3dng such defaults, if there are any claimed; and (c) confirming such other
matters as the requesting party may reasonably request. Any such statement may be relied upon
by the requesting party, and any prospective purchaser or encumbrancer of the requesting party's
property. Upon a failure to sign the statement or notify the requesting party in writing of any
inaccuracies in die statement within the time period stated above, the statement submitted by a
requesting party shall be deemed approved.

24. Force Maieure. No party to this Agreement shall be liable to the others for
failure, default or delay in performing any of its obligations hereunder, other than for the
payment of money obligations specified herein, 'ii case such failure, default or delay is caused by
strikes or other labor problems; forces of nature, unavoidable accident, fire, acts of the public
enemy, interference by civil authorities, passage of laws, orders of the court, adoption of rules or
ordinances; acts, failures to act, decisions or orders or regulations of any governmental or
military body or agency, office or commission, delays in receipt of materials, or any other cause,
whether of similar nature, not within the control of the party affected arid which, by the exercise
of due diligence, such party is unable to prevent or mitigate the outcome ("Force Majeure
Matters"), provided, however, that the party's failure, default or delay in performance shall be
excused only for so long as such cause or event is present. Should any Force Majeure Matter
occur, the parties hereto agree to proceed with diligence to do whatever is reasonable and
necessary MM respect to the Force Majeure Matter so that each party may perform its
obligations under this Agreement.

q
1
l

25. Insurance. During the reno of this Agreement, Talking Rock Golf shall, at
its own expense, maintain in full force a policy or policies of commercial general liability
insurance and fire and casualty insurance, in such amounts and with such companies as it deems
reasonably appropriate. The policy(ies) shall insure Talking Rock Golf, with Utility as an
additional named insured, against all liability for injury to persons and property and for the death
of any person occurring in or about the Golf Course Wells or the Wellsite. During the term of
this Agreement, Utility shall, at its own expense, maintain in full force a policy or policies of
commercial general liability insurance and fire and casualty insurance, in such amounts and with
such companies as it deems reasonably appropriate. The policy(ies) shall insure Utility, with
Developer, Talking Rock Land and Talking Rock Golf as additional insurers, against all liability
for injury to persons and property and for the death of any person occurring at or about the
transferred and conveyed Production Wells, the Treatment Facilities, the Off-Site Main, the
Other Facilities, Utility's storage, treatment or water distribution system, or caused or alleged to
be caused by the delivery of water through Utility's storage, treatment or distribution system

26. Indemnity. Utility shall indemnify, save and hold harmless Developer
Tadldng Rock Land and Talldng Rock Golf and their members, officers, directors, partners
principals, employees and agents for, from and against any and adj loss or damage arising from or
relating to the storage, treatment, delivery or service of water withdrawn from a transferred and
conveyed Production Well by Utility pursuant to this Agreement or withdrawn from a transferred
and conveyed Production Well or a Golf Course Well and wheeled by Utility pursuant to this
Agreement, including any liability resulting from the quality of the water or any violation of
laws, rules or regulations relating to human health or the safety or protection of the environment.

27. Notices. All notices and other written communications required hereunder
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shall be sent to the parties as follows:

Swayze McCraine
ICE Water Users Association
P.O. Box 4413
Prescott, Arizona 86302

I

Douglas R. Zuber
Harvard Simon I, L.L.C.
c/o Harvard Investment, Inc.
7600 E. Doubletree Ranch Rd., Suite 220
Scottsdale, AZ 85258

Douglas R. Zuber
Talldng Rock Golf, L.L.C.
c/o Harvard Investments, Inc.
7600 E. Doublc0lc€ Ranch Rd., Suite 220
Scottsdale, AZ 85258

Each party shall advise the other party in writing of any change in the manner in which notice is
to be provided hereunder. Notices shall be in writing and shall be given by personal delivery, or
by overnight delivery by a national delivery service, or by delivery through the United States
Postal Service, registered or certified mail, return receipt requested, postage prepaid. Notices
shall be deemed delivered when received, if by personal delivery, or on the next business day
after delivery, if by overnight delivery, or on the third day. airer deposit with the United States
Postal Service, addressed as noted above.

28. Right of Assignment.

i
f

3
1
i

(a) Developer may assign this Agreement, or any of its rights and
obligations hereunder, to another party provided that vwritten.notice of such assignment is given
to Utility and Talldng Rock Golf prior to the effective date of assigimnent and provided, fnrdaer,
the the assignee assumes in writing Developer's obligations hereunder and agrees to be bound
by this Agreement. Upon delivery of such notice and a written assumption of Developer's
obligations hereunder, Developer shall be released from all obligations arising under this
Agreement after the effective date of the assignment and assumption.. With regard to
construction at the Property, the rights and obligations under paragraph 15 and under any other
provisions of this Agreement pertinent to the delivery of water to the Property for construction
purposes may be assigned and delegated by Developer, its successors and assigns, to any future
owner of dl or any portion of the Property, by the assignor giving written notice of such
assignment to Utility and Talldng Rock Golf prior to the elTective date of assignment, together
with an agreement in writing by the assignee to assume Developer's obligations under paragraph
1.51 and such other provisions of this Agreement, and a description of the property owned by the
assignee. Upon delivery of such notice and a written assumption of Developer's obligations
under paragraph 15 and such other provisions of dies Agreement, Developer shall be released
from all obligations arising under paragraph 15 or such other provisions after the effective date
of the assignment and assmnpdon that pertain to delivery of construction water to the property

i
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owned by the assignee.

(b) Talldng Rock Golf may assign this Agreement, or any of its rights
and obligations hereunder, to another party provided that written notice of such assignment is
given to Utility and Developer prior to the effective date of assignment and provided, further,
that the assignee assumes in writing Talking Rock Golf's obligations hereunder and agrees to be
bound by this Agreement. Upon delivery of such notice and a written assumption of Talking
Rock Go1t"s obligations hereunder, Talldng Rock Golf shall be released from all obligations
arising under this Agreement alter the effective date of the assignment and assumption. With
regard to die Golf Course, the rights and obligations under paragraph 14 and under any other
provisions of this Agreement pertinent to the Golf Course Wells or the delivery of water to the
Golf Course from the transferred arid conveyed Production Wells or the Golf Course Wells may
be assigned and delegated by Talking Rock Golf; its successors and assigns, to any fixture owner
of the Golf Course, by the assignor giving written notice of such assignment to Utility and
Developer prior to the effective date of assignment, togedier with an agreement in writing by the
assignee to assume Talldng Rock Golf"s obligations under paragraph 14 and such odder
provisions of this Agreement. Upon delivery of such notice and a written assumption of Talking
Rock Golf's obligations under paragraph 14 and such other provisions of this Agreement,
Talking Rock Golf shall be released 80m all obligations arising under paragraph 14 or such
other provisions after the effective date of the assigmnent and assumption.

(c) Utility may assign all of its rights under this Agreement, and
delegate all of its obligations hereunder, to another water utility company obligated to provide
domestic water service to the Property, provided that written notice of such assignment is given
to Developer and Talldng Rock Golf prior to the effective date of assignment and provided,
further, that the assignee assumes in writing Utility's obligations hereunder and agrees to be
bound by this Agreement. Upon delivery of such notice and a written assumption of Utility's
obligations hereunder, Utility shall be released Hom all obligations arising under this Agreement
after the effective date of the assignment and assumption.

29. Default. If any party breaches, or defaults under, Huis Agreement, and
such breach or default continues for a period of two (2) days with respect to any breach or
default by Utility under paragraphs ll, 12, 13, 14 and 15, or for a period of ten (10) days with
respect to any default in the payment of money, or for a period of thirty (30) days with respect to
any other default, in each case after receipt by the defaulting party of a written notice describing
the default the non-defaulting party may immediately pursue any and all remedies available for
such breach or default at law or in equity, including bringing an action for injunctive relief or for
specific performance.

30. Attorneys' Fees. The prevailing party in any litigation or other proceeding
concerning or related to this Agreement, or the enforcement of thereof, shall be entitled to
recover its costs and reasonable attorneys' fees. .

31. Time of the Essence. Time is of the essence of every provision hereof

32. Prior Agreement. Developer and Utility previously entered into a
Water Purchase Agreement dated April 27, 2001 (the "Water Purchase Agreement"). Upon. the
execution and delivery of this Agreement, the Water Purchase Agreement shall be entirely
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superseded, terminated, void and of no further force or effect whatsoever. Each party shall, at
the request of the other party, confirm in writing that the Water Purchase Agreement is so
superceded, terminated, void and of no further force or effect.

33. Miscellaneous. This Agreement shall be governed by the laws of the State
of Arizona. Without changing the assignment provision of paragraph 28, this Agreement, and
each and every term and condition contained herein, shall be binding upon and inure to the
benefit of the successors and assigns of Utility, Developer and Talldng Rock Golf This
Agreement sets forth the entire agreement between the parties and supersedes all prior
negotiations, understandings and agreements between them, except as otherwise expressly
provided herein. No change iii, addition to, or waiver of any provisions of this Agreement shall
be binding upon any party unless in writing and signed by all parties. This Agreement may be
executed in two or more original or facsimile counterparts, each of which shall be deemed an
original and all of which together shall constitute but one and the same instrument. In case any
provision of this Agreement shall be determined to be invalid, illegal or unenforceable, it shall,
to the extent possible, be modified in such manner as to be valid, legal and enforceable but so as
most nearly to retain the intent of the parties. If such modification is not possible, such provision
shall be severed from this Agreement. In either case the validity, legality and enforceability of
the remaining provisions of this Agreement shall not in any way be affected or impaired thereby.
The headings in this Agreement are inserted for convenience only, and shall not constitute a part
of this Agreement or be used to construe or interpret any of its provisions. The parties have
participated jointly in the negotiation and drafting of this Agreement. If  a question of
interpretation arises, this Agreement shall be construed as if drafted jointly by the parties, and no
presumption or burden of proof shall arise favoring or disfavoring any party by virtue of the
authorship of any provision of this Agreement.

IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be executed
as of the day and year first above written

ICE WATER USERS ASSOCIATION, an Arizona
public service corporation

Utility

HARVARD SIMON 1. L.L.c._ an Arizona limited
liability company

By: Harvard Talking Rock, L.L.C
Its Operating Member
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By: Harvard Investments, Inc., an
Nevada corporation
Its Manager

By:
Its:

"Developer"

TALKING ROCK GOLF, L.L.C., aN Arizona
limited liability company *

By:
Its: Presidexii;

Harvey d /Investments. Inc ,
Manama
Harvard Talking Rock, I..I..C. ,
Operating Member of
Harvard Simon I, L.L.c. ,
Manager of
TALKING ROCK GOLF, L . L . c . *
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PARCEL I:

Ali of Sections 15 and 16, Township 16 North, Range 3 West, of the Gila and sett River Base and
Meridian, Yavapai County; Arizona.

I

PARCEL H:

Thence Northeast quarter of Section 17, Township 16 North, Range 3 West, of the Gila and Salt
River Base and Meridian, lying Northeasterly of Prescott-Simmons Road, as it e>dsted on June 101
1920.

EXCEPT all that Portion of Section 17, Township 16 North, Range 3 West, of the Gila and Salt River
Base and Meridian. Yavapai County. Arizona, more particularly described as follows:

COMMENCING at the point of intersection of the Easterly right of way of the Simmons Road and the
North line of said Section 17, being the TRUE POINT OF BEGINNING,

Thence South 89°54' East, along the North line of said Section 17, a distance of 514.55 feet;

Thence South 34°33' East, parallel with the said Simmons Road 514.55 feet;

Thence North 89°54' West, 514.55 feet to a point on the said Easterly right d way of the Simmons
Road.

Thence North 34°33' West, 514.55 feet, along the said Easterly right of way of the Simmons Road to
the TRUE POINT OF BEGINNING as conveyed inWarranty Deed recorded November 13, 1996 in
Book 3310 of Official Records, Page 854.

PARCEL 111:

Al! of Sections 21 and 22. Township 16 North, Range 3 West, of the Gila and Salt River Base and
Meridian. `

EXCEPT THEREFROM all coal, oil, gas and other mineral deposits as reserved in the Patent
recorded in Book 25 of Qfficial Records, Page 106. . '

(Affects Section 22, Township 18 North, Range 3 West.)

EXCEPT for that fortiori lying within the followiNg described Parr:e1s:

PARCEL A:

Section 21 and Section 22 of Township 16 North, Range 3 West of the Gila and Salt River Base and
Meridian, County of Yavapai, State of Arizona, described as follows'

5
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BEGINNING at the intersection of the South line of said Section 22 and the Westerly sideline of
Williamson Valley Road, 100 feet wide (also know as Prescott-Simmons Highway),

l
Thence along said Westerrly fine, North 30°31'54" West, 945.97 feet;

Thence parallel with the Southerly line of said Section 22, North 8B°54'05" West, 2,215.12 feet to the
Easy line of said Section 21, .

Thence parallel with the Southerly line of said Section 21, South 8S°23'15"West, 2,826.98 feet;

Thence continuing along said parallel line, South B8°48'80" West, 1,170.00 feet,

Thence South 03°42'29" East, 805.67 feet to the South Fine of said Section 21 ,

Thence along said Section line, North 88°48'30" East, 1,151.53 feet to the Southerly quarter comer
of said Section, said Comer is monumented with a 3 inch diameter brass disk set in concrete,
stamped 'WJ CHEEK 1961 PE 2398",

Thence continuing along said South line North 86°23'15"'East, 2,BD4.1 B feet to the Southeast comer
of said Section 21, said corner is monumented with a 3 inch diameter brass disk set in concrete,
stamped "WJ CHEEK 1961 PE 2398",

Thence along the Southerly line of said Section 22, South B8°54'05" East, 2,584.88 feet to the
POINT OF BEG1NNlNG.

PARCEL B:

Any porllorr lying South of the Northerly rig_ht of way line of Nancy Drive as recorded in Book 16 of
Maps, Page 63 and East of the Easterly right of way of Williamson Valley Road.

PARCEL IV:

The North half of Section 28, Township '16 North, Range 3 West of the Gila and Salt River Base and
Meridian

EXCEPT for the following described Parcel

The! portion of Section 28, Township 16 North, Range s West, of the Gila and Salt River Base and
Meridian, Yavapai County, Arizona, described as follows

BEGINNING at the Northeast comer of said Section pa, said omer is monumented with a 3 inch
diameter brass disk set In concrete stamped "we CHEEK PE 2398

i



Thence along the Ncith line of said Section ze, South 85°23'15" West, 2,804.18 feet to the North
quarter comer of said Section 28, said comer is monumented with a 3 inch diameter brass disk set in .
concrete, stamped "WJ CHEEK PE 2398", .

I

Thence continuing along said North line of Section 28, South BB°48°30" West, 1,151.53 feet to a line
parallel with the East line of said Section 28;

Thence along said parallel line, South 03'-'42'29°' East, 2,614.40 feet to the mid-section line of said
Section 28, .

Thence along said mid-section line, North 8B°26'14" East, 3,957.37 feet to the East quarter corner of
said Section 28, said comer is monumented with a 3 inch diameter brass disk set In concrete
stamped 'WJ CHEEK PE 2398",

Thence along the East line of said Section 28, North D3°42'29" West, 2,707.30 feet to the POINT OF
BEGINNING.

PARCEL V:

Section 33 of Township 16 North, Range 3 West, Ar the Gila and Salt River Base and Meridian,
County of Yavapai, State of Arizona, lying Northerly and Northwesterly of the following described
line:

BEGINNING on the West line of said Section. North D°12'47" West, 1,892.80 feet from the
Southwest comer of said Section, said comer is monumented with a General Land Office survey
monument,

Thence North 89°47'13" East, 1051.14 feet to an existing 4 strand barbed wire fence,

Thence generally along said fence line, North 55°49'36: East, 5,326.57 feel to the East line of said
Section: . '

EXCEPT from all Parcels I, ll and Ill any portion lying within Prescott-Simmons-Highway right of way.

PARCEL VI:

A portion of Section 11, Township 16 North, Range 3 West, of the Gila and Salt River Meridian,
Yavapai County, Arizona, described as follows:

BEGtNNlNG at the Southwest comer of said Section 1, as depicted on the Survey Plat recorded in
Book 53 of Land Surveys, Page 30, records of said Yavapal County;

Thence South BB°11'08" East, along the South line of said Section 11 , a distance of 2,711 .26 feel Io
the South quarter comer of said Section 11,8as depicted on said Plat;

.=
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Thence South 8B°10'26" East, (of record South 88°13' East), along said South line, a distance of
164.88 feet (of record 165.00 feet), to the Southwest comer of that certain parcel described in Book
2196 of Official Records, Page 746 and Book 3803 of Official Records, page B73, records of said
Yavapai County, said comer being monumented with a orrehalf inch iron ban

Thence North DO°08'09" West, (of record North 00°06'45" West), elora the West line thereof, a
distance of 1,826.06 feet (of record 1826.19 feet), to the Northwest comer of said Parcel, being also
the Southwest comer of that certain pace! described in Bookzssa of Official Records, Page 474,
records of said Yavapai County, said corner being monumented with a, behalf inch iron bar,

Thence north 00°Q5'23" West (of record North 00"06'45" West), along the West line of said parcel
described in Book 2633 of Dfticial Records, Page 474, a distance of 1 ,B29,86 feet (of record
1,837.24 feet), to the Northwest comer thereof, being also the Southwest corner of that certain
parcel described in Book 2439 of Oftlctal Records, Page 517, records of said Yavapai County, said
comer being monumented with a onehatf inch iron bar; .

|
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Thence North 00°D7'54" West, (of record North 00°07'00" West), along the West line of said parcel
described. in Book 2439 of Official Records, Page 517, a distance of 1,832.47 feet (of record
1,832.48 feet), to the Northwest comer of said parcel, said comer being a point on the North line of
said Section 11 and being monumented with a one-half inch iron ban

r

I
I
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Thence North BB°56'36" West (of record North 88°56'06" West), along said north line, a distance of
165.03 feet (of record 165.00 feet), to the North quarter comer of said Section 11, as depicted on
said Plat, '

g
i2
E

Thence North 88°5G'16" West, along said North line, a distance of 2,778.19 feet to the Northwest
corner of said Section 11, as depicted on said Plat

Thence South OO°50'19" East, along the West line of said Section 11, a distance cf 2272626 feet to
the West quarter comer of said Section 11, as depicted on said Plat

Thence South 00°49'50" East, along said West line, a distance of 2,726.1 O fee_t to the POl rT OF
BEGINNING

r
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LEGAL DESCRIPTION .
Talldng Rock Off-site Water Easement

Well Easement on Well Field
' - (February ll, 2003)

A parcel of land lying within Parcel 2, Amended Record of Survey of Valley View
Estates as recorded in Book 49 of Land Surveys, Page 66 in the Yavapai County
Recorder's Office (RI ), lying in Section 17 , Township 16 North, Range 3 West, Gila and
Salt River Base and Meridian, Yavapai County, Arizona;

BEGINNING at the Southeast comer of Section 17, from which the East Quarter comer
of Section 17 bears North 04°56'24" East, a distance of 2644.68 feet (Record per a
Results of Survey as recorded in Book 53 of Land Surveys, Page 24 in the Yavapai
*County Recorders Office (RE) and Basis of Bearings for this description);

Thence North46°18'l8" West, a distance of 5869.55 feet (R2) to the Southwest corner of
said Parcel 2 and the Southwest comer of a Well Easement as recorded 'm Book 3697 of
Official Records, Page 369, Yavapai County Recorder's Office (RE), said point being on
the Northerly Right of Way line of Williamson Valley Road;

Thence North02°3l'8" East, along the Westerly line of said Parcel 2, a distance of
25.48 feet (North 02°27'51" East, a distance of 25.48 feet RE);

Thence South 76°26'12" East, along the Northerly line of a 25.00 feet wide Easement for
Public Utilities, Public Roadway and Drainage Purposes per RI, a distance of 1.21 feet
(South 76°30?00" East, a distance of 1 .21 feet R3), to a point of curvature, the central
point of which bears South 13°33'48" West,

Thence along a curve concave Southwest, having a radius of 1471 .23 feet, through a
central angle of 05°08'20", a distance of 131.95 feet (KG);

.
I
i
zs
i.

EThence leaving said NortherlyEasementline, North 20°12'03" West., (North 20°15'50"
West RE), along the Easterly line of RE, a distance of 69.75 feet to the TRUE POINT OF
BEGINNING;

i

lThence continuing along the Easterly line of RE, North 20°l2'03" West (North 20°15'50"
West RE), a distance of265.l5 feet to a point on the West line of said Parcel 2 (per RI);

ThenCe leaving the Easterly line of RE, North 02°3l'38" East (North 02°27'51" East RI)
along the West line of Parcel 2, a distance of 24.22 feet

Exhibit



Thence leaving the West line of Parcel 2, North 69°47'57" East, a distance of 65.64 feet,

Thence South 40°37'38" East, a distance of 170.16 feet;

Thence South 22°57'00" East, a distance of 104.63 feet;

Thence South 60°13'2'7" West, a distance of 141.37 feet to the TRUE POINT OF
BEG1NN]NG.

Containing 0.75 Acres, more or less.

This legal description was prepared by Earl G. Watts, RLS 27253, on behalf of and at the
request of Sheppard-Wesniacr, Inc., Sedona, AZ. .

27951:

EARL
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[FORM - Revise for Production Well 2 to reflect Talking Rock Golf
as Seller and other conforming changes]

When Recorded, Return to:

Michael T. Heller, Esq.
Lewis and Roca, LLP
40 North Central Avenue
Phoem'x, AZ -85004-4429

BILL OF SALE
(Production Well)

FOR VALUABLE CONSIDERATION, the receipt and sufficiency of which are
hereby acknowledged, HARVARD SIMON I, L.L.C., an Arizona limited liability company,
("Seller"), hereby sells, transfers, conveys and absolutely sets over to ICE WATER USERS
ASSOCIATION, an Arizona public service corporation ("Buyer"), (a) that well identified on
Arizona Department of Water Resources records as Well Registration No. 55- located
at the property described on Exhibit "l" attached hereto, including all casing, pwnps, motors,
valves, pipes, meters, electrical facilities and connections, fencing and other pans, equipment,
machinery and appurtenances used in the operation of the well (collectively, "Production Well 3"),
and (b) that -inch water pipeline located at the property described on Exhibit "2" attached
hereto, including valves and other parts, equipment, and other connecting facilities, extending from
Production Well 3 to the Off~Site Main (herein defined) (collectively, the "PW-3 Connection
Faciiides"). The Off1Site Main is that 12-inch water transmission pipeline depicted on Exhibit "3"
that extends &om the wellfieid developed by Seller at that property described on Exhibit "4" to a
master-planned community commonly known as Talking Rock Ranch.

Seller hereby warrants title to Production Well 3 and the PW-3 Connection
Facilities, subject to (i) taxes and assessments not yet due and payable, (ii) the terms, conditions,
covenants and restrictions contained in that Well Agreement dated 2003 (the "Well
Agreement") between Seller and Buyer, including, without limitation, paragraphs 12 and 13 thereof;
(iii) the terms, conditions, covenants and restzicdons contained in that Special Warranty Deed from
BluegreenWest Corporationto Tdldng Rock Land dated January26, 2001 arid recorded onJanuary
26, 2001 in book 3807, page 626, records of Yavapai County, Arizona (the "Deed"); and (iv) all
other matters of record. Buyer hereby accepts Production Well 3 and the PW-3 Connection
Facilities subject to the terms, conditions, covenants and restrictions contained in the Well
Agreement and the terms, conditions, covenants and restrictions contained in the Deed. In addition
to the terms, conditions, covenants and restrictions contained in the Weil Agreement or in the Deed
Buyer agrees that the maximum production capacity of Production Well 3 shall not exceed 430
gallons per minute, and Buyer shall not increase the production capacity of Production Well 3
beyond 430 gallons per minute without the express written consent of Seller and Talldng Rock Golf]
L.L.C,, an Arizona limited liability company, or their successors and assigns. Notwithstanding

EXHIBIT F
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anything to the contrary contained herein, Seller warrants title to Production Well 3 free and clear of
any monetary liens, encumbrances or security interests (other than liens for taxes and assessments
not yet due and payable).

Seller warrants that Production Well 3 will be free from all defects and deficiencies
in Construction, materials and/or workmanship for the longer of (i) one (I) year from the date
hereof] or (ii) for the same period of time that the construction warranties provided to Seller
pertaining to Production Well 3 remain in effect, if said construction warranties provided to Seller
pertaining to Production Well 3 extend beyond the one-year period. During the warranty period,
Seller agrees to promptly undertake any necessary corrective construction efforts required to
remedy any defects arid deficiencies in construction, materials and/or workmanship upon notice by
Buyer. Upon Buyer's acceptance of this Bill of Sale, Buyer shall be deemed to have accepted
Production Well 3 in "as is" and "as-constructed" condition, subject only to the warranty concerning
defects and deficiencies in construction, materials and/or workmanship provided for herein. Seller
makes no representation or warranty whatsoever as to the quantity or quality of water that may be
produced from Production Well 3, either on the date hereof or in the fixture.

dis
IN WITNESS WHEREOF, Seller and Buyer have duly executed this Bill of Sale

day of , 2003.

SELLER:

HARVARD SIMON I, L.L.C., an Arizona limited
liability company

HARVARD TALKING ROCK, L.L.c,
Its: Operating Member

HARVARD INVESTMENTS, TNC.,
a Nevada corporation
Its: Manager

By'
Its

BUYER

ICE WATER USERS ASSOCIATION, all Arizona
public service corporation

By
Its

i

PHX/MGALLOGUI3 I0297.2/47094.004

By:

By:
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STATE OF ARIZONA )
)as
)County of Maricopa

The foregoing instrument was acknowledged before me this day of
, 2003, by , the of HARVARD

INVESTMENTS, INC., a Nevada corporation, Manager of HARVARD TALKING ROCK,
L.L.C., Operating Member of HARVARD SIMON I, L.L.C., an Arizona limited liability
company, on behalf of the company.

i
1

;
i

Notary Public

My Commission Expires

STATE OF ARIZONA
)ss

County of

The foregoing instrument was acknowledged before me this day of
2003, by the o f  I CE

WATER USERS ASSOCIATION, an Arizona public service corporation, on behalf of the
corporation

Notary Public

My Commission Expires

PHX/MGALLOGL/l31m97.y47w4,w
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[FORM - Revise for Production Well 2]

When recorded, return to:
Michael T. Heller, Esq.
Lewis and Roca
40 North Central Avenue
Phoenix, Arizona 85004-4429

I

EASEMENT

(Production Wells and Related Facilities)
E

3

In consideration of TEN DOLLARS ($10.00) and other good and valuable consideration
paid to TALKING ROCK GOLF; L.L.C., an Arizona limited liability company ("Talking Rock
Golf'), by ICE WATER USERS ASSOCIATION, an Arizona public service corporation
("Utility"), the receipt and sufficiency of which are hereby acknowledged, Talking Rock Gold
Utility and HARVARD SIMON I, L.L.C., an Arizona limited liability company ("Developer")
agree as follows

GRANT OF WELLSITE BASEMENT. Subject to the conditions, limitations
and restrictions stated herein, Talking Rock Golf does hereby grant to Utility, its successors and
assigns, a non-exclusive perpetual easement, over, under, upon and across that parcel of land
legally described on attached Exhibit "I" (the "Wellsite Easement Parcel"), for the following
purposes

(a) The use, operation, maintenance and repair of that well identified in
Arizona Department of Water Resources records as Well Registration No. 55
located at the Wellsite Easement Parcel. which well is referred to as Production Well 3 under
that certain Well Agreement dated 2003 between Developer, Utility and Talking
Rock Golf (the "Well Agreement")

(b) The withdrawal of water from Producion Well 3 for use by Utility for
domestic purposes at the real property described in Exhibit "Z" (the "Property")

(c) The withdrawal of water from Production Well 3 on behalf of and as
requested by Talldng Rock Golf for the purpose of wheeling water from Production Well 3 to the
18-hole golf course located at the Property pursuant to the Well Agreement

(d) The withdrawal of water from Production Well 3 on behalf of and as
requested by Developer for construction purposes at the Property pursuant to the Well
Agreement

(e) The withdrawal of water f irm Production Well 3 for water quality
monitoring and testing as required by law in amounts reasonably sufficient for the purpose

EXHIBIT
PHX/MGALLOGL/I I754744/47094,004

i



(f) The installation, use, operation, repair, maintenance and replacement of
parts, components, equipment or materials at the Wellsite Easement Property for the treatment of
water pumped from Production Well 3 (the "Additional Treatment Facilities");

(g) The use, operation, repair, maintenance and replacement of piping, valves,
fittings and other plant utility currently located in the Wellsite Easement Parcel and used for the
purpose of delivering water from Production Well 3 to the Properly (the "PW-3 Connection
Facilities"); and

(h) Pedestrian and vehicular ingress and egress over the Wellsite Easement
Parcel as necessary for the exercise by Utility of the rights granted in paragraph I(a) through l(g)
above.

2. GRANT OF ACCESS EASEMENT. Subject to the conditions, l imitations,
covenants arid restrictions stated herein, Talking Rock Golf does hereby grant to Utility, its
successors and assigns, a non-exclusive, perpetual easement on, over and across that Parcel of
land legally described on attached Exhibit "3" (the "Access Area") for pedestrian and vehicular
ingress and egress to the Wellsite Easement Parcel.

3. TREATMENT FACILITIES. At its sole cost and expense, and as further
described in the Well Agreement, Utility may install and construct Additional Treatment
Facilities at the Wellsite Easement Parcel, in furtherance of the purpose described in paragraph
1(f), provided, however, that:

(a) Utility _ provides Talking Rock Golf and Developer with plans and
specifications for the Additional Treatment Facilities before the plans and specifications are
submitted to any regulatory agency for approval. Talking Rock Golf and Developer shall have
the right to approve the location, size and design features of the Additional Treatment Facilities
which approval will not be unreasonably withheld or delayed. Approval by Talking Rock Golf
and Developer is a condition precedent to Utility installing or constructing any component of the
Additional Treatment Facilities

(b) Talking Rock Golf or Developer may require that Utility change the
proposed location of the Additional Treatment Facilities, or any component thereof] as a
condition to their approval of the Additional Treatment Facilities

(c) Utility will comply with all fencing and landscaping requirements for the
Additional Treatment Facilities imposed by Talldng Rock Golf or the Developer; and

(cl) Utility will install and oonstmct the Additional Treatment Facilities at the
locations and having the size and design features approved by Talldng Rock Golf and Developer

If Utility's repair, maintenance or replacement of the Additional Treatment Facilities results in
any change in the location, size or design features of the Additional Treatment Facilities, the
conditions stated in subparagraphs 4(a) through 4(d) shall apply to said repair, maintenance and
replacement. Neither Talking Rock Golf nor Developer make any representation or warranty of
any nature regarding the quality of water available from Production .Well 3, either now or in the
future. Utility is solely responsible for treating the water withdrawn from Production Well 3 as

PHX/MGALLOGL/I175474,4/47094.D04



necessary to meet water quality standards imposed by all regulatory agencies having jurisdiction,
as such standards may change from time to time. Notwithstanding the approval by Talldng Rock
Golf or Developer of the location, size and design features of the Additional Treatment Facilities,
neither Talking Rock Golf nor Developer shall have any responsibility or liability for the
performance or effectiveness of the Additional Treatment Facilities.

4. GENERAL COVENANTS. CONDITIONS, RESTRICTIONS AND
LIMITATIONS. The exercise by Utility of the easements granted herein is subject to the
following covenants, conditions, restrictions and limitations:

(a) Utility acknowledges and agrees that the Wellsite Easement Parcel
encompasses another well identified in Arizona Department of Water Resources records as Well
Registration No. 55- , which well is referred to as Production Well 2 in the Well
Agreement, and also encompasses certain piping, valves, fittings and other plant utility currently
located in the Wellsite Easement Parcel and used for the purpose of delivering water from
Production Well 2 to the Property (the "PW-2 Connection Pacilities"), and that this Easement
grants no rights to Utility with respect to Production Well 2 or the PW-2 Connection Facilities,

(b) Utility's use, operation, maintenance and repair of Production Well 3 is
subject ro the terms, conditions, restrictions and limitations contained in the Well Agreement
including, without limitation, paragraphs 12 and 13 of the Well Agreement

(c) Utility's use and operation of Production Well 3 is subject to the terms
conditions, restrictions and limitations 'contained in that Special Warranty Deed from Bluegrass
West Corporation to Talking Rock Land dated January 26, 2001 and recorded on January 26
2001 in Book 3807, Page 626, records of Yavapai County, Arizona (the "Deed")

(d) Without the express written consent of Developer and Talking Rock Golf
or their successors and assigns, Utility shall not increase the production capacity of Production
Well 3 beyond 430 gallons per minute

(e) Utility shall use due care in entering the Wellsite Easement Parcel and the
Access Area and in exercising its rights under this instrument

(f) Utility may shut down Production Well 3, the PW-3 Connection Facilities
or the Additional Treatment Facilities as provided in the Well Agreement

(g) Except in the event of shutdowns as provided in the Well Agreement
Utility shall not interfere with or disrupt Talking Rock Golf's use of the Wellsite Easement
Parcel, or its use, operation, repair, maintenance or replacement of Production Well 2, the PW~2
Connection Facilities or any other Wells owned by Talking Rock Golf;

(h) If Utility's exercise of its rights hereunder results in any disturbance of or
damage to the Welisite Easement Parcel or the Access Area, or any improvement thereon, Utility
shall restore the Wellsite Easement Parcel or the Access Area to its original condition, including
repairing any damage to any improvements located on the Wellsite Easement Parcel to the
satisfaction of Talking Rock Golf; replacing any disturbed or damaged landscaping on the
Wellsite Easement Parcel or the Access Area (whether naturally existing or intentionally

PHX/MGALLOGL/I 175474.4/47094.004



planted), and compacting, contouring and leveling the Wellsite Easement Parcel or the Access
Area to the satisfaction of Talking Rock Golf; and

(i) If a party installs locked Gates on the Wellsite Easement Parcel or the
Access Area, or on adjacent land such that the other party's access to or use of the Wellsite
Easement Parcel or the Access Area for permitted purposes is impeded, such party shall provide
the others with keys to those locks.

5. TNDEMNITY: RELEASES.

(a) Utility assumes any and all liability for injury to or death of persons and
loss or destruction of or damage to property, in any manner arising from or growing out of or
alleged to have arisen from or grown out of the entry and use of the Wellsite Easement Parcel or
the Access Area or any improvements thereon, by or under Utility, however such injury, death,
loss, destruction or damage may occur or be caused,

(b) Utility hereby releases, discharges, protects, indemnifies, saves and holds
harmless Talking Rock Golf and Developer from any and all claims, demands, suits, actions,
causes of actions, damages, losses, recoveries, judgments, costs and expenses whatsoever,
including reasonable attorneys fees and costs, which are caused or occasioned by or have
resulted from (or are alleged to have been caused or occasioned by or have resulted from) any
use of the Wellsite Easement Parcel or the Access Area by or under Utility;

J (c) Utility assumes and shall conduct the defense of any suit or proceeding
brought against Talking Rock Golf or Developer for recovery for injury to or death of persons or
for loss or destruction of or damage to property in any manner arising from or growing out of (or
alleged to have arisen from or to have grown out at) any entry or use of the Wellsite Easement
Parcel or the Access Area, or any improvements thereon by or under the Utility, unless Talking
Rock Golf or Developer, as the case may be, desires to defend or to participate in the defense of
any such suit or proceeding. Utility shall pay and satisfy any judgment which be rendered in any
such suit or proceeding against Talking Rock Golf or Developer, together with all costs and
expenses incident thereto, including reasonable attorneys fees,

(d) Utility shall protect and keep the title of the Wellsite Easement Parcel or
the Access Area free and clear of and from any and all mechanics', laborers', rnaterialmen's or
other liens, claims, clouds and encumbrances in any manner arising from or growing out of any
entry or use of the Wellsite Easement Parcel or the Access Area, or any improvements thereon
by or under Utility, or any work or operations conducted upon the Wellsite Easement Parcel or
the Access Area by or under Utility

RIGHTS OF TALKING ROCK GOLF. Talking Rock Golf reserves the right to
use and enjoy the Wellsite Easement Parcel and the Access Area to the fullest extent possible
provided that such use and enjoyment do not unreasonably interfere with Utility's exercise of the
rights granted herein

7 ASSIGNMENT Utility may assign its rights and delegate its obligations
under this Easement only to the successors in interest to Utility who are obligated to provide
domestic water service to the Property, provided that written notice of such assignment is given

PHI/MGALLOGUI I7547-1_4/47094_l)()4
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to Developer and Talking Rock Golf prior to the effective date of the assignment and provided,
further, that the assignee assumes in writing Utility's obligations hereunder and agrees to be
bound by this Easement, and provided, further, that the assignee has assumed in writing Utility's
obligations under the Weil Agreement and has agreed to be bound by the Well Agreement.
Upon delivery of such notice arid a written assumption of Utility's obligations hereunder and
under the Well Agreement, Utility shall be released from all obligations arising under this
Easement after the effective date of the assignment and assumption.

8. DEFAULT. If any party breaches, or defaults under, this Easement, and such
breach or default continues for a period of two (2) days with respect to any breach or default by
Utility under any of paragraphs 5(b) through 5(g) or with respect to a breach or default by any
party under paragraph 5(i), or for a period of ten (10) days with respect to any other breach or
default, in each case after receipt by the defaulting party of a written notice describing the
default, the non-defaulting party may immediately pursue any and all remedies available for such
breach or default at law or in equity, including bringing an action for injunctive relief or for
specific performance. The parties shall provide written notice to each other as provided in the
Well Agreement. .

9. WARRANTY OF TITLE. Talking Rock Golf covenants that it is the owner of
the Wellsite Easement Parcel and the Access Area, subject to existing matters of record,
including the Deed, and the rights of parties in possession, and has the right, title and capacity to
grant the easements described in this instrument. Notwithstanding the foregoing, Talking Rock
Golf warrants that title to the Wellsite Easement Parcel and the Access Area is free and clear of
any monetary liens, encumbrances or security interests (other than taxes and assessments not yet
due and payable) except those monetary liens, encumbrances and security interests the holders of
which have consented to the grant of this Easement.

10. NO MODIFICATION: GOVERNING INSTRUMENT. By the execution of
this instrument, the parties do not intend to modify, amend or effect the Well Agreement in any
respect. In the event of any conflict between the terms of this instrument and the terms of the
Well Agreement, the terms of the Well Agreement shall govern and prevail

I I . EFFECT OF AGREEMENT. This Easement runs with the land, is a burden upon
the Wellsite Easement Parcel and the Access Area, is binding upon Talking Rock Golf and all
persons having or acquiring any interest in the Wellsite Easement Parcel or the Access Area, and
runs to the benefit of Talking Rock Gold Developer and their successors and assigns. This
Easement runs and inures to the benefit of, and is binding upon, Utility, its successors and
assigns, subject to the terms of paragraph 8. This Easement will not operate to dedicate any
property for public use

DATED: This day of 2003

TALKING ROCK GOLF, L.L.C
an Arizona limited liability company

By
Its

PHX/MGALLOGUI I 75474.4/-17094.004



DEVELOPER:

HARVARD SIMON 1, L.L.C., an Arizona
limited liability company

By: Harvard Talking Rock, L.L.C.
Its Operating Member

By: Han/ard Investments, Inc., a
Nevada corporation
ManagerIts

By:
Its

ACCEPTED AND AGREED TO:

ICE WATER USERS Assoc1AT1on,
an Arizona public service corporation

By:
Name:
Title:

S TATE OF ARIZONA )
)s s

County of Maricopa

The foregoing instrument was acknowledged before me this day  o f
2003, by the of TALKING

ROCK GOLF, L.L.C., an Arizona limited liability company, on behalf of the company

Notary Public
My Commission Expires

PHX/MGALLOGUI \754744/47094004



STATE OF ARIZONA

County of Maricopa

The foregoing instrument was acknowledged before me this day of
, 2003, by , the of HARVARD

INVESTMENTS, INC., a Nevada corporation, the Manager of HARVARD TALKING ROCK,
L.L.C., an Arizona limited liability company, the Operating Member of HARVARD SIMON I,
L.L.C., an Arizona limited liability company, on behalf of the company.

Notary Public
My Commission Expires:

STATE OF ARIZONA )
) ss
)County of

The foregoing instilment was acknowledged before me this day of
, 2003, by , the of ICE

WATER USERS ASSOCIATION, an Arizona public service corporation, on behalf of the
corporation.

Notary Public

My Commission Expires:
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BILL OF SALE
(Off-Site Main andother Facilities)

FOR VALUABLE CONSIDERATION, the receipt and sufficiency of which are
hereby acknowledged, HARVARD SIMONII, L.L.C., an Arizona limited liability company
("Seller"), hereby sells, transfers, conveys and absolutely sets over to ICE WATER USERS
ASSOCIATION, an Arizona public service corporation ("Buyer"), (a) that 12-inch water
transmission main located within the property described on Exhibit "I" attached hereto, (b) that
300,000 gallon water storage facility located at the property described on Exhibit "2" attached
hereto, and (c) that pump station located at the property described on attached Exhibit "2", together
with all equipment, valves, meters, booster pumps, electrical systems, control systems and related
infrastructure and appurtenances (together, the "Facilities"). Seller warrants title to the Facilities
free and clear of any liens and encumbrances.

Seller warrants that the Facilities will be iii from dl defects and deficiencies 'm
construction, materials and/or workmanship for a period the longer of (i) of one (1) year from the
date hereof, or (ii) for the same period of time that the construction warranties provided to Seller
pertaining to the Facilities remain in effect, if said construction warranties provided to Seller
pertaining to the Facilities extend beyond the one-year period. During the warranty period, Seller
agrees to promptly undertake any necessary corrective construction efforts required to remedy any
defects and deficiencies in construction, materials and/or workmanship upon notice by Buyer.
Upon Buyer's acceptance of this Bill of Sale, Buyer shall be deemed to have accepted the Facilities
in "as is" arid "as~constructed" condition, subject only to the warranty concerning defects and
deficiencies in construction, materials and/or workmanship provided for herein.

Dated: 2 2003.

S ELLER:

HARVARD SIMON I, L.L.C., an Arizona limited
liability company

By: HARVARD TALKING ROCK, L.L.C
Its: Operating Member

HARVARD INVESTMENTS, INC
a Nevada corporation
Its: Manager

By
Its

EXHIBIT
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BUYER:

ICE WATER USERS ASSOCIATION, an Arizona
public seMce corporation

By:
Its:

STATE OF ARIZONA )
)ss
)County of Maricopa

The foregoing instrument was acknowledged before me this day of
, 2003, by . , the of HARVARD

INVESTMENTS, INC., a Nevada corporation, Manager of HARVARD TALKING ROCK,
L.L.C., Operating Member of HARVARD SIMON I, L.L.C., an Arizona limited liability
company, on behalf of the company.

Notary Public

My Commission Expires

STATE OF ARIZONA
)ss

County of

The foregoing instrument was acknowledged before me this day of
2003, by the of  I C E

WATER USERS ASSOCIATION, an Arizona public service corporation, on behalf of the
corporation

Notary Public

My Commission Expires

PHX/MGALLOGUI377001. 1/47094,004
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BILL OF SALE
(Chlorination Facilities)

FOR VALUABLE CONSIDERATION, the receipt and sufficiency of which are
hereby acknowledged, TALIGNG ROCK GOLF, L.L.C., an Arizona limited liability company
("Seller"), hereby sells, transfers, conveys and absolutely sets over to ICE WATER USERS
ASSOCIATION, an Arizona public service corporation ("Buyer"), that water chlorination
equipment and facilities, consisting of (a) three (3) chlorinators and three (3) injection pumps,
solution tank, control systems and other related equipment and materials, (b) a building located at
the red property described on Exhibit "I" that encloses said chlorinators, injection pumps, solution
tank, control systems and other related equipment and materials; and (c) three (3) -inch
diameter pipelines, together with connections, valves, and other equipment (each, a "Chlorine
Pipeline") used to convey chlorine solution from said building to three (3) separate wellsites. The
Chlorine Pipelines are located in the real property described on Exhibit "2." All of the water
chlorination equipment and facilities described in subparagraphs (a), (b) and (c) are referred to
herein collectively as the "Chlorination Facilities." Seller warrants title to the Chlorination
Facilities free and clear of any liens and encumbrances.

Seller warrants that the Chlorination Facilities will be free from all defects and
deficiencies in construction, materials and/or workmanship for the longer of (i) one (1) year from
the date hereof or (ii) for the same period of time that the construction warranties provided to Seller
pertaining to the Chlorination Facilities remain in effect, if said construction warranties provided to
Seller pertaining to the Chlorination Facilities extend beyond the one-year period. During.the
warranty period, Seller agrees to promptly undertake any necessary corrective construction efforts
required to remedy any defects and deficiencies in construction, materials and/or workmanship
upon notice by Buyer. Upon Buyer's acceptance of this Bill of Sale, Buyer shall be deemed to have
accepted the Chlorination Facilities in "as is" and "as-constructed" condition, subject only to the
warranty concerning defects and deficiencies in construction, materials and/or workmanship
provided for herein

Dated 2003

SELLER

TALKING ROCK GOLF.L.L.C.. an Arizona limited
liability company

By
Its

EXHIBIT
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BUYER:

ICE WATERUSERS ASSOCIATION, an Arizona
public service corporation

By:
Its:

STATE OF ARIZONA )
)ss
)County of Maricopa

The foregoing instrument was acknowledged before me this day of
, 2003, by , the of TALKING

ROCK GOLF, L.L.C., an Arizona limited liability company, on behalf of the company.

Notary Public

My Commission Expires:

STATE OF ARIZONA
3

z

County of

)
)ss
)

The foregoing instrument was acknowledged before me this day of
. 9 2003, by v the of  I C E

WATER USERS ASSOCIATION, an Arizona public service corporation, on behalf of the
corporation.

E
3r
4
9
:I
I
1

E

Notary Public

My Commission Expires

PH X/MGALLOGUI377002.1/47094.004
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When recorded, return to:

Michael T. Heller, Esq.
Lewis and Rock
40 North Central Avenue
Phoenix, Arizona 85004-4429

EASEMENT

(Chlorination Facilities)

In consideration of TEN DOLLARS ($10.00) and other good and valuable consideration
paid IO TALKING ROCK GOLF, L.L.C., an Arizona limited liability company ("Talking Rock
Golf"), by ICE WATER USERS ASSOCIATION, an Arizona public service corporation
("Utility"), the receipt and sufficiency of which are hereby acknowledged, Talldng Rock Golf;
Utility and HARVARD SIMON I, L.L.C., an Arizona limited liability company ("Developer")
agree as follows:

1. GRANT OF CHLORINATION FACILITIES EASEMENT. Subject to the
conditions, limitations and restrictions stated herein, Talking Rock Golf does hereby grant to
Utility, its successors and assigns, a non-exclusive perpetual easement, over, under, upon and
across that parcel of land legally described on attached Exhibit "l" (the "Wellsite Easement
Parcel"), for the following purposes:

(a) The use, operation, maintenance, repair and replacement of (i) three
chlorinators and three injection pumps, solution tank, control systems and other equipment,
installed by Talking Rock Golf at the Wellsite Easement Parcel pursuant to that certain Well
Agreement dated 1 2003 between Developer, Utility and Talking Rock Golf (the
Well Agreement"); (ii) a small building installed by Talking Rock Golf at the Wellsite

Easement Parcel that encloses the chlorinators, injection pumps, solution tank, control systems
and other equipment; (iii) three -inch diameter pipelines (each, a "Chlorine Pipeline") that
will each convey chlorine solution from a chlorinator to one of those wells identified in Arizona
Department of Water Resources records as Weil Registration Nos. 55 55

arid 55 which wells are referred to, respectively, as Production Well I
2 and 3 in the Well Agreement; and (iv) connections, valves and other equipment necessary to
connect a Chlorine Pipeline to a Production Well, to the extent located at the Wellsite Easement
Parcel (all such facilities being referred to collectively as the "Chlorination Facilities"); and

(b) Pedestrian and vehicular ingress and egress over the Wellsite Easement
Parcel as necessary for the exercise by Utility of the rights granted in paragraph 1(a) above

Grant of Easement over Adjacent Property. Subject to the conditions, limitations
and restrictions stated herein, Talking Rock Golf does hereby grant to Utility, its successors and

EXHIBIT J
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assigns, a non-exclusive perpetual easement, over, under, upon and across that parcel of land
legally described on attached Exhibit "Z" (the "Adjacent Parcel"), for the following purposes :

(a) The use, operation, maintenance, repair and replacement of (i) the
Chlorine Pipeline that will convey chlorine solution from the Wellsite Easement Parcel to
Production Well 1, which is located on the Adjacent Parcel; and (ii) connections, valves and
other equipment necessary to connect the Chlorine Pipeline to Production Well I; and

(b) Pedestrian and vehicular ingress and egress over the Wellsite Easement
Parcel and the Adjacent Parcel as necessary for the exercise by Utility of the rights granted in
paragraph2(a) above.

3. GRANT OF ACCESS EASEMENT. Subject to the conditions, l imitations,
covenants and restrictions stated herein, Talking Rock Golf does hereby grant to Utility, .its
successors and assigns, a non-exclusive, perpetual easement on, over and acrossthat parcel of
land legally described on attached Exhibit "3" (the "Access Area") for pedestrian and vehicular
ingress and egress to the Wellsite Easement Parcel and the Adjacent Parcel.

4. GENERAL COVENANTS, CONDITIONS. RESTRICTIONS AND
LIMITATIONS. The exercise by Utility of the easements granted herein is subject to the
following covenants, conditions, restrictions and limitations:

;1

(a) Utility shall use due care in entering die Wellsite Easement Parcel, the
Adjacent Parcel and the Access Area and in exercising its rights under this instrument,

(b) Utility may shut down Chlorination Facilities as provided in the Well
Agreement,

(c) Except in the event of shutdowns as provided in the Well Agreement,
Utility shall not interfere with or disrupt Talking Rock Golfs use of the Wellsite Easement
Parcel or the Adjacent Parcel, or its use, operation, repair, maintenance or replacement of
Production Well I or Production Well 2 or any other wells owned by Talking Rock Golf;

. (d) If Utility's exercise of its rights hereunder results in any disturbance of or
damage to the Wellsite Easement Parcel, the Adjacent Parcel or the Access Area, or any
improvement thereon, Utility shall restore the Wellsite Easement Parcel, the Adjacent Parcel or
the Access Area to its original condition, including repairing any damage to any improvements
located on the Wellsite Easement Parcel or the Adjacent Parcel to the satisfaction of Talking
Rock Golf; replacing any disturbed or damaged landscaping on the Wellsite Easement Parcel, the
Adjacent Parcel or the Access Area (whether naturally existing or intentionally planted), and
compacting, contouring and leveling the Wellsite Easement Parcel, the Adjacent Parcel or the
Access Area to the satisfaction of Talking Rock Golf; and

(e) If a party installs locked Gates on the Wellsite Easement Parcel, the
Adjacent Parcel or the Access Area, or on adjacent land such that the other party's access to or
use of the Wellsite Easement Parcel, the Adjacent Parcel or the Access Area for permitted
purposes is impeded, such party shall provide the others with keys to those locks

PHX/MGALLOGUl389'Z87.1/47094.(}()5
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5. INDEMNITY: RELEAS ES.

(a) Utility assumes any and all liability for injury to or death of persons and
loss or destruction of or damage to property, in any manner arising from or growing out of or
alleged to have arisen from or grown out of the entry and use of the Wellsite Easement Parcel,
the Adjacent Parcel or the Access Area or any improvements thereon, by or under Utility,
however such injury, death, loss, destruction or damage may occur or be caused;

(b) Utility hereby releases, discharges, protects, indemnifies, saves and holds
harmless Talking Rock Golf and Developer from any and all claims, demands, suits, actions,
causes of actions, damages, losses, recoveries, judgments, costs and expenses whatsoever,
including reasonable attorneys fees a.nd costs, which are caused or occasioned by'or have
resulted from (or are alleged to have been caused or occasioned by or have resulted firm) any
use of the Wellsite Easement Parcel, the Adjacent Parcel or the Access Area by or under Utility;

(c) Utility assumes and shall conduct the defense of any suit or proceeding
brought against Talking Rock Golf or Developer for recovery for injury to or death of persons or
for loss or destruction of or damage to property in any manner arising from or growing out of (or
alleged to have arisen from or to have grown out of) any entry or use of the Wellsite Easement
Parcel, the Adjacent Parcel or the Access Area, or any improvements thereon by or under the
Utility, unless Talking Rock Golf or Developer, as the case may be, desires to defend or to
participate in the defense of any such suit or proceeding, Utility shall pay and satisfy any
judgment which be rendered in any such suit or proceeding against Talldng Rock Golf or
Developer, together with dl costs and expenses incident thereto, including reasonable attorneys
fees

(d) Utility shall protect and keep the title of the Wellsite Easement Parcel, the
Adjacent Parcel or the Access Area free and clear of and from any and all mechanics', laborers
materialmen's or other liens, claims, clouds and encumbrances in any manner arising from or
growing out of any entry or use of the Wellsite Easement Parcel, the Adjacent Parcel or the
Access Area, or any improvements thereon, by or under Utility, or any work or operations
conducted upon the Wellsite Easement Parcel, the Adjacent Parcel or the Access Area by or
under Utility

6 RIGHTS OF TALKING ROCK GOLF. Talking Rock Golf reserves the right to
use and enjoy the Wellsite Easement Parcel, the Adjacent Parcel and the Access Area to the
fullest extent possible, provided that such use and enjoyment do not unreasonably interfere with
Utility's exercise of the rights granted herein

ASSIGNMENT Utility may assign its rights and delegate its obligations
under this Easement only to the successors in interest to Utility who are obligated to provide
domestic water service to the Property, provided that written notice of such assignment is given
to Developer and Talking Rock Golf prior to the effective date of the assignment and provided
further, that the assignee assumes in writing Utility's obligations hereunder and agrees to be
bound by this Easement, and provided, further, that the assignee has assumed in writing Utility's
obligations under the Well Agreement and has agreed to be bound by the well Agreement
Upon delivery of SuCh notice and a written assumption of Utility's obligations hereunder and
under the Well Agreement, Utility shall be released from all obligations arising under this

PHXIMCA LLOG Ll I389287, 1/47094905
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Easement after the effective date of the assignment and assumption.

8. DEFAULT. If any party breaches, or defaults under, this Easement, and such
breach or default continues for a period of two (2) days with respect to any breach or default by
Utility under any of paragraphs 4(b) or 4(c), or with respect to a breach or default by any party
under paragraph 4(e), or for a .period of ten (10) days with respect to any other breach or default,
in each case after receipt by the defaulting party of a written notice describing the default, the
non-defaulting party may immediately pursue any and all remedies available for such breach or
default at law or in equity, including bringing an action for injunctive relief or for specific
performance. The parties shall provide written notice to each other as provided in the Well
Agreement.

9. WARRANTY OF TITLE. Talking Rock Golf covenants that it is the owner of
the Wellsite Easement Parcel and the Access Area, subject to existing matters of record,
including the Deed, and the rights of parties in possession, and has the right, title and capacity to
grant the easements described in this instrument. Notwithstanding the foregoing, Talldng Rock
Golf warrants that title to the Wellsite Easement Parcel and the Access Area is free and clear of
any monetary liens, encumbrances or security interests (other than taxesland assessments not yet
due and payable) except those monetary liens, encumbrances and security interests the holders of
which have consented to the grant of this Easement.

10. NO MODIFICATION: GOVERNING INSTRUMENT. By the execution of
this instrument, the parties do not intend to modify, amend or effect the Well Agreement in any
respect. In the event of any conflict between the terms of this instrument and the terms of the
Well Agreement, the terms of the Well Agreement shall govern and prevail.

11. EFFECT OF AGREEMENT. This Easement runs with the land, is a burden upon
the Wellsite Easement Parcel, the Adjacent Parcel and the Access Area, is binding upon Talking
Rock Golf and all persons having or acquiring any interest in the Wellsite Easement Parcel, the
Adjacent Parcel or the Access Area, and runs to the benefit of Talking Rock Golf, Developer and
their successors and assigns. This Easement runs and inures to the benefit of, and is binding
upon, Utility, its successors and assigns, subject to the temps ofparagraph 7. This Easement will
not operate to dedicate any property for public use

DATED: This day of 2003

TALKING ROCK GOLF, L.L.C
an Arizona limited liability company

By
Its

PHX/MGALLOGUI389287. 1/47094.005
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DEVELOPER:

HARVARD SIMON 1, L.L.C., an Arizona
limited liability company

By: Harvard Talking Rock, L.L.C.
Its Operating Member

By: Harvard Investments, Inc., a
Nevada corporation
ManagerIts

Its

ACCEP TED AND AGREED TO

ICE WATER USERS ASSOCIATION
an Arizona public service corporation

By
Name
Title

STATE OF ARIZONA
)ss

County of Maricopa

The foregoing instrument was acknowledged before me this day  o f
2003, by the of TALKING

ROCK GOLF, .L.L.C., an Arizona limited liability company, on behalf of the company

NotaryPublic
My Commission Expires

PHx/mGALLoGL/l389'287, 1147094.005
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STATE OF ARIZONA )
)ss
)County of Maricopa

The foregoing instrument was acknowledged before me this day of
, 2003, by , the of HARVARD

INVESTMENTS, INC., a Nevada corporation, the Manager of HARVARD TALKINGROCK,
L.L.C., an Arizona limited liability company, the Operating Member of HARVARD SIMON I,
L.L.C., an Arizona limited liability company, on behalf of the company.

Notary Public

MyCommission Expires:

STATE OF ARIZONA
F

County of

The foregoing instrument was acknowledged before me this day of
, 2003, by , the of ICE

WATER USERS ASSOCIATION, an Arizona public service corporation, on behalf of the
Corporation..

NotaryPublic

My Commission Expires: E
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ICE Water Users Association
Test Year Ended December 31, 2006

Computation of Increase in Gross Revenue
Requirements As Adjusted (without Golf Course)

Exhibit 2
Proforma Schedule A-1
Page 1
V\htness: Bourassa

Line
MQ*

Fair Value Rate Base $ (576,986)

Adjusted Operating Income (97,694)

Current Rate of Return N/A

Required Operating Income Operating Margin = 14.53% $ 53,489

Required Rate of Return on Fair Value Rate Base N/A

Operating Income Deflciency $ 151,183

Gross Revenue Conversion Factor 1 .0000

Increase in Gross Revenue
Requirement $ 151,183

% Increase over Adjusted Revenues 89.73%

COMPARISON TO COMPANY REBUTTAL FILING WHICH INCLUDES GOLF COURSE

Increase in Gross Revenue
Requirement per Rebuttal Filing $ 88,547

% Increase over Adjusted Revenues per Rebuttal Filing 33.03%

Dollar Increase over Rebuttal Filing $ 62,635

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43

SUPPORTING scHEDuLEs;
Rebuttal B-1
Proforma Schedule C-1
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ICE Water Users Association
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 1

Exhibit 2
Proforma Schedule C-2
Page 1
Witnessi Bourassa

Remove Golf Course Revenues

Golf Course Revenues (Expense Reimbursements and Wheeling Charges) $ 46,944

Line

No ,

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Adjustment to Revenues/Expenses $ (46,944)
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ICE Water Users Association
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 2

Exhibit 2~
Proforma Schedule C-2
Page 2
V\htness: Bourassa

Remove Wheeling Charges For Golf Course Water and Construction Water

$

383.69
10.00

Golf Course Water Wheeling Charges
Quantity of Water Delivered in acre feet
Wheeling Charge per acre foot

Total Wheeling Charges $ 3.837

$
43.99
1000

Construction Water V\meeling Charges
Quantity of Water Delivered in acre feet
\AMeeling Charge per acre foot

Total Wheeling Charges $ 440

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15 Total Wheeling Charges $ 4,277

16
17
18

19
20
21
22
23
24
25
26
27
28
29

Adjustment to Revenues/Expenses $ (4,277)
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ICE Water Users Association
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 3

Exhibit 2
Proforma Schedule C-2
Page 3
V\htness: Bourassa

TRR Pumping Station
TRR Well Field

$ 34,241
38,480

Line
No
1 Purchased Power Costs Paid Bv Talkinq Rock Golf Course but Attributed to TR Customers and Not Golf Course
2
3
4
5
6
7
8 Total Power Costs Paid By Golf Course s 72,721

GallonsDelivered to Ta\king Rock G.C., Contribution Water, and ICE Customers (in 1,000's)
Cost per 1,000 gallons $

148,867
0.4885

Gallons delivered to ICE Customers (in 1,000.5) during test year
Cost per 1,000 gallons
Allocated Power Costs Paid by Talking Rock Golf Course

$
s

9,506
0.4885
4,644

Double Adobe Station (100% attributable to ICE but paid by Talking Rock G. C.) $ 6.771

Total Power Costs Paid By Golf Course Attributed to ICE Customers $ 11,415

9
10
11
12
13
14
15
16
17
18
19
20
21
22

23
24
25
26
27
28
29
30

Adjustment to Revenues/Expenses $ 11,4t5
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1

-~=~ 4hfa&r Qsers Association
Test Year Ended December 31, 2006

COMMODITY .. DEMAND METHOD FUNCTION FACTORS
Plant and Depreciation Expense Allocations Functions

Exhibit
Rebuttal Schedule G-7
Page 2
Witness: Bourassa

Total Demand
0.90
0.90
0.90

Commodity
0.10
0.10
0.10

Customer

0.25

1.00
1.00
1.00
1.00
0.75
1.00
0.75

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17

Description
Wells
Pumps & Equipment
Trans, & Dist. Mains
Customer
Services
Meters
Fire Hydrants
Transportation Equip.
Office Furniture
Communication Equip.
Water Treatment Equip.

1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00

0.25
0.90 0.10
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.~lf¥9~W=\h="'tl-_f=111.-,Qa! 'y Users Associat ion

T es t  Year  Ended December  31,  2006

Cos t  of  Servi ce s tudy,  Us ing Commodi ty Demand Method
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Line

N L
Repairs and Maintenance Allocation Factors
Repairs and Maintenance Demand
Repairs and Maintenance Commodity
Repairs and Maintenance Meters
Repairs and Maintenance Customer

8000%
10.00%
1000%
000%

100.00%

A Qual i ty W ater Contract Al location Factors

Demand Commoditv Customer
100%

MeterFunctions
Customer
Demand/Commodity
Demand/Commodity/Meter
Customer

90%
80%

10%
10% 0%

100%
10%

Commoditv Customer Meter
$ $ 7,274 $

Functions
Customer
Demand/Commodity
Demand/Commodity/Meter
Customer

Demand
$ _

42,552
11,638

4,728
1.455 1 ,455

1
2
3
4
5
6

7
8
9
10
11 Scope of Work
12 Meter Reading
13 Operations
14 Routine Maintenance
15 Regulatory Compliance
16
17
18 Scope of Work
19 Meter Reading
20 Operations
21 Routine Maintenance
22 Regulatory Compliance
23

24

25

Totals

W eiqht

0 .10

0 .65
0 .20

0 .05
1 .00

Cost
$ 7,274

47,280
14,548
3,637

$ 72,739

% of Total

$ 5 4 , t 9 1 $

74 .50%

6,183

8.50%

$
3,637

10,911

15,00%
SS 1,455

2,00%
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Test Year Ended December 31, 2006

Cost of Service Study, Using Commodity Demand Method
Development of Class Allocation Factors

Exhibit
Rebuttal Schedule G-7
Page 3
Witness: Bourassa

r1ommonT'r'v 2\T.T.om\'r'Ton wncvrow

(al
Total Gallons
(in 1,000's)
In Test Year

23,049

Number
of Meters

and/or
Services

334

2,141 20

10,122 10

Meter Size
5/8" X 3/4"

3/4"
1"

1-1/2"
2"
3 ..
4"
6"
8"

139,361

Percent
of

Total
15.61 %

0.00%
1.19%
0,00%
5.63%
0.00%
0.00%

77.56% (C)
0000%

Meter
Size

5/8" x 3/4"
3/4"
1 ..

1-1 /2"
2"

4"
6"
8"

n1qmA.n'n AT,1',or1A'rTnn FACTOR

Equivalent
Number
of Meters

and/or
Services

334
0

50
0

80
0
0

50
0

1

Equiv-
alent

Weight
1.0
1.5
2.5
5.0
8.0

16.0
25.0
50.0
80.o

Percent
of

Total
64.98%

0.00%
9.73%
0.00%

15.56%
0.00%
0.00%
973%
0.00%

Totals 179,672 100.00% Totals 365 514 100.00%

CUSTQMER ALLQQATIQN FAQTQR SERVICES ALLQCATIQN FACTOR Tb)

Number
of Meters

334 $

20

10

1

Percent
of

Total
91 .51 %
0.00%
5.48%
0.00%
2.74%
0.00%
0.00%
0.27%
0.00%
0.00%

100.00%

Meter
Size

5/8" X 3/4"
3/4"
1"

1-1/2"

3 l l

4"

8"

10"
Totals

Number
of

Services
334

0
20
0

10
0
0
1
0
0

365

Install-
ation
Cost
385.00
385.00
435.00
470.00
630.00
845.00

1,230.00
1,77000
1,770.00
1,770,00

Weighted
Number
Services

128,590
0

8,700
0

6,300
0
0

1,770
0
0

145,360

Percent
of

Total
88.46%
0.00%
5.99%
0.00%
4.33%
0.00%
000%
1.22%
000%
0.00%

100.00%

Me t e r
Size

5/8" X 3/4"
3/4"
1 ..

1 -1 /2"
2"

3 ..
4"
6"
8"

10"
Totals 365

(PURCHASED POWER AND WATER ONLY)
wrwrvaw m.f.r>c:n'r'ron FACTOR Hr colon T 'rv Ar,1,r>(7A'rTon

(and)
Total Gallons

(in 1,000's)
In Test Year

28,049

FACTOR

$

2,141

Me t e r
Size

5/8" X 3/4"
3/4"
1"

1-1/2"
2"

3 H

Meter
Cost
135.00
215.00
255.00
465.00

1,690.00
2,265.00
3245.00
6280.00
6,280.00
6,280.00

Weighted
Dollars

of Meters
45,090

0
5,100

0
16,900

0
0

6.280

Meter
Size

5/8" x 3/4"
3/4"
1"

1-1 /2"
2"

4"

10,122

Percent
of

Total
69.58%

000%
5.31 %
0,00%

25.11 %
000%
0.00%
0.00%
0_00%

Totals

Number
of Meters

334
0

20
0

10
0
0
1
0
0

365 73.370

Percent
of

Total
61 .46%
0.00%
6.95%
0.00%

23.03%
0.00%
0.00%
8.56%
0.00%
0.00%

100.00% Totals 40.311 100.00%

(a) Includes customer and gallon sold annualization
(b) Meter and Service Line cost from Arizona Corporation Commission Memo of June 30, 2004

from Marlin Scott, Jr.. Meter costs based on compound meters. Cost of service line and
meter is based on costs allowed for a compound meter installation

(c) Actual gallons delivered to Golf Course from ICE owned well (Well #3) was 50,878,610 gallons
125,026,000 gallons was delivered to Golf Course from all three wells, including the two wells not currently owned by ICE
There was 14,334,700 gallons of unaccounted water. Quantity used for 6 inch meter includes the Golf Course water plus
unaccounted water

(d) Golf Course pays 100% of power costs for all three wells and pumping stations on the Talking Rock Ranch system
$11 ,315 of power costs paid for by Golf Course is attributed to ICE customers and is included in study
Purchased water costs are attributed to ICE customers only
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